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NATIONAL POLICY AND ISSUES 


CONFUSION OF MAJOR REPAIR, DEPRECIATION FUNDS DISCUSSED 
Beijing CAIWU YU KUAIJI /FINANCE AND ACCOUNTING7 in Chinese No 6, 20 Jun 81 pp 10-13 


{Article by Tian Chunsheng /3944 2797 39327: "On the Nature and Control of Major 
Repair Funds"/ 


{Text7 Should the major repair funds of enterprises have the characteristics of fixed 
assets or those of circulating funds? This question must be clarified in both theory 
and practice. A popular view at present is that the expenditure of major repair funds 
should be charged against fixed assets along with depreciation funds. Such a view 
will cause not only theoretical confusion but also practical damage. 


I. 


People believe that major repair funds should be related to fixed assets simply 
because these funds, like depreciation funds, are used on fixed assets for the purpos« 
of maintenance and preservation of their utility. This sounds plausible, but it is 
actually wrong. Although major repair funds and depreciation funds are both used on 
fixed assets, they neverthe’ ss have different characteristics. While depreciation 
funds have the characteristics of fixed assets, major repair funds are of a circulating 
capital mature. Marx conducted a fairly detailed analysis on the different charac- 
teristics of these tvs funcs. 


First, Marx analyzed the different functions of these two funds. He pointed out that 
depreciation funds are intended as reserve funds to replace salvaged fixed assets. In 
his opinion, “the value of the fixed capital flows back to its starting point in pro- 
sortion to its wear and tear in the form of a sinking fund” which “will replace the 
value of the capital originally invested." ("Collected Works of Marx,” Vol 24, p 203) 
Major repzir funds, on the other hand, are for necessary additional outlays to maintain 
the normal operation of the fixed assets within a prescribed period. “It is a 
question here of additional labor, without which the machinery becomes useless.... 
Hence it is a question of keeping the machinery literally in working order.” (Ibid., 
» 194) The difference between the functions of these two funds can be summarized this 
ay: While deprecixtion funds are used for the purpose of compensation, major repair 
funds are intended for the ourpose of maintenance. 


second, Marx further pointea out the difference between these two funds on the basir 
{ their turnover. He said: Depreciation funds ere included inthe oricinal value ol 
"he fixed assets and, along with the value of fixed assets, are gradualiy converted 











into the value which they have helped to create in the products. Then compensation 
is obtained by installments from the sale of these products. When the life of the 
fixed assets has expired, the depreciation funds will have accumulated to their 
starting point and will provide the full amount of money for the replacement of these 
fixed assets. As for major repair funds, “these expenditures are not included in 
the originally advanced capital and cannot therefore be replaced and covered, at least 
not always, by the gradual replacement of the value of the fixed capital. For 
example, if the value of the fixed capital is 10,000 pounds and its total life is 10 
years, then these 10,000 pounds, having been entirely converted into money after the 
lapse of 10 years, will replace only the value of the capital originally invested, 
but they do not replace the capital, or labor, added in the meantime for repairs.” 
(Ibid., p 195) It is obvious that the major repair funds, as an additional outlay, can 
by no means be gradually accumulated to the point of replacing the equipment, because 
they are spent immediately after appropriation. 


Third, judging from the use of these two funds, we can see that depreciation funds 

will certainly bring about the recovery, or even an increase, of the fixed assets’ 

value (because depreciation funds have the characteristics of accumulation funds). 

For example, when a set of u.achinery has been salvaged, a new set can be bought with 

the depreciation funds as a replacement and the value of the fixed assets is thus 

recovered. However, the use of major repair funds cannot, theoretically speaking, 

recover the fixed assets’ value, much less add to their value, because the use of 
such funds can only create the conditions for the fixed assets to be used up to the | 
Stipulated number of years. Even though some new elements nave been added to the 

fixed assets, this can only embody the utility of the fixed assets within th limited 

period, but can neither recover nor add to their value in any way. As Marx said, 

fixed assets can be utilized for so many years because “this average life itself is 

based on the assumption that the additional capital required for maintenance purposes 

is continually advanced,” "just as we assum, in placing a man's life at 30 years on 

the average, that he will wash himself.” (Ibid., pp 196 and 194) 


Fourth, speaking of the use of major repair funds, we can see that major repair 

funds (which also include expenses on medium and minor repairs) are necessary for 

the maintenance of regular production, including materials, wages, administrative 
expenses and similar outlays. Marx said: “As it is of paramount importance to 
remedy every damage to machinery immediately, every comparatively large factory 
employs, in addition to the regular factory force, special personnel--engineers, car- 
penters, mechanics, locksmiths, and so forth. Their wages are a part of the variable 
Capital and the value of their labor is distriimuted ower the product.” “This labor 
must be continually expended in production, and hence its value must be continaully 
replaced by that of the products. The capital invested in it belongs in that part of 
the circulating capital which has to cover the general expenditure." “This main- 
tenance work counts as current expenses and i therefore an element of circulating 
capital. (Ibid., pp 194-196) 


By analyzing the difference between depreciation funds and major repair funds, Marx 
diew the conclusion that major repair funds belong to the category of circulating 
capital. This conclusion in no way conflicts with his famous thesis of differentiation 
between fixed capital and circulating capital based on the different forms of capital 
turnover. It has also been proved in practice in many countries for many years. 








it is harmful to consider the expenditure of major repair funds as related to fixed 
assets. For example, some localities have ruled that major repair funds can be combined 
with depreciation funds; some localities have combined the depreciation rate with 

the major repair fund accumulation rate and looked upon this combination as a source 
of funds for renovation or transformation of fixed assets; some localities have com- 
bined major repair funds with production developing funds--obtained from retained 
profits--and the depreciation funds to be used by the enterprises for tapping 
potential and renovating and transforming their equipment; and some localities have 
ised the major repair loans as investment loans instead of circulating capital loans; 
and so forth. On 10 November 1979, RENMIN RIBAO carried a frontpage report on the 
reform of the economic administration system by the Thread Reeling and Belt 

Weaving Company under the Shanghai Textile Bureau. The report said: “The plant has 
the power to combine the basic depreciation funds, the major repair funds, and the 
production developing funds appropriated from the company for its expenditure, 

thus ending the irrational situation of ‘forbidding the use of vinegar money to buy 
soy sauce,’ and helping the enterprises to tap potential and renovate and transform 
their equipment.” It also mentioned that this reform had already been approved by 
the higher leadership and endorsed by the departments concerned. This certainly 
produced widespread repercussions. Because of the ideological confusion of major 
repair funds with depreciation funds, it is quite possible for major repair funds to 
be diverted to other uses, such as the purchase of new fixed assets and the expansion 
of productive capacity, resulting in damage to fixed assets from the lack of repair 
funds. Because of high targets and blind commandism during the Great Leap Forward of 
1958, major repair funds were used on capital construction, and under the slogan 
“neither minor nor major wounds can justify a retreat from the firing line,” many 
worn-out machines had to continue operating, resulting in seiiour Lirtakdowns. The 
State was later forced to spend huge amounts on “overdue” major repairs in the sub- 
sequent years of readjustment. Even this failed to preserve the “average life” of 
some fixed assets. The “premature death” of these assets was a great loss to the 
national economy and this experience is still fresh in our memory. We must never 
return to the old ruts. Another phenomenon was the unjustified diversion of funds. 
Funds for renovation and transformation were diverted to capital construction; major 
repair funds were diverted to renovation and transformation; and major repairs had to 
be accounted for in the production costs. It is true that the need for fixed asset 
repairs was not overlooked; however, since major repair funds had been diverted to 
other uses, such expenditure could only be charged against the production cost. Thus 
the production co t was greatly increased and the profit greatly reduced. Finance 
was undermined and the scope of investment in fixed assets was enlarged. This was a 
hindrance to the implementation of the national econamic readjustment policy. 


In 1979, the open-hearth workshop of a steel plant in a certain municipality had its 
furnace and factory building remodeled. The bottom area of the open-hearth furnace 
was enlarged from 36.2 to 42 square meters; the residue-heat boiler was renovated; 
snd some equipment for eliminating smoke and dust was added. The capacity for con- 
tanuous casting was raised. According to the criginal pian submitted by the piant, 
some 8 million yuan was required. Since sume 6 miilion yuan was to be appropriated 
wit of the repair furads, only some 2 miliion yuan «as t> come qt of th» renovation 
nds. Yet the municipe! authorities and the deperinment in chorge actually apps oved 
rae exclusive use of major repair funds on what should mainiy have been a renovation 
sna transformation project. A total of i4.49 millio yuan of major repaic funds had 
‘oO be spent on the completion of the project. Since there were not enoigh major 
tepair funds, the bank had to be approached for a loan of 3.5 mili ian. The funds 








required for genuine major repairs had to be charged against the production cost. In 
another instanc*, a major repair required for a cupola furnace of the second converted 
workshop cost 3 million yuan. The plant claimed that since there was no clearcut 
regulation on the scope of repairs, it should be rated as a medium repair to be charged 
against the production cost. Such diversion of funds is by no means an isolated case, 
but a rather prevalent practice. As an end result, tae financial income which should 
be handed over to the state was used for financing an unplanned capital construction 
project. This is one of the reasons why financial revenues cannot be increased and 

the capital construction front cannot be reduced at present. 


II. 


To distinguish between the different characteristics of major repair funds and depre- 
Ciation funds and to ascertain their different uses, we should further clarify two 
problems of understanding--or two practical problems--in addition to what has been 
mention.d so far. 


l. Is “major repair fund" an abbreviation for “major repair and depreciation fund?" 
Some comrades contended that the name “depreciation fund" was omitted only for the 
sake of brevity, and that such funds were mainly used to cover depreciation and there- 
fore belonced to the fixed asset spending category. “Major repair fund” was used in 
the sense of “major repair and depreciation fund" by the Soviet Union in the 1950's. 
At that time, depreciation funds were called “basic depreciation funds,” while major 
repair funds were called “major repair depreciation funds.” Aside from the difference 
in nomenclature, there was also a subtle difference in financial accounting. There 
were then three different types of depreciation rates. The formulas of their compu- 
tation are (residual value and expenses for dismantling or removal excepted) as 
follows: 


Original Fixed 
Comprehensive Depreciation Rate = Asset Value + Major Repair Expenses 
Estimated No of Years of Us.+ 





+ Original Fixed Asset Value x 100% 


Basic Depreciation Rate = Original Fixed Asset Value 
Estimated No of Years of Use 





+ Original Fixed Asset Value 





x 100% 
. Major Repair Expenses Original Fixed 
mages Tapets Sageeenences Seve Estimated No of Years of Use * asset Value 
x 100% 


Second, appropriations for major repair depreciation, like those for basic depre- 
ciation, reduce the net value of fixed assets; however, if major repair funds were used 
on fixed assets, the net value of these fixed assets should be recovered through a 
certain process. 








The old depreciation method of the 1950's was both complicated and unnecessary. 
Appropriation for repair und depreciation each year reduced the fixed assets, and 
when major repair funds were used on fixed assets, their original value had to be 
recovered. Thus the reduction and subsequent addition of vaive caused unnecessary 
complication. For a certain fixed asset, the amount of appropriation for major 
‘epairs and depreciation could not be the same as the amount actually spent. There- 
.ore, when the fixed assets had to be salvaged after having been used for the 

equired number of years, the natural outcome would be either an incomplete or an 
excessive depreciation of their original valve. More important still, this old type 
of major repair and depreciation method was merely a formality without practical 
significance. Depreciation and depreciation funds reflect the wear and tear as well 
as the remaining value of fixed assets. If a major repair fails to supply this infor- 
mation, the appropriacion will not be able to reflect the extent of the loss of fixed 
asset value; nor can it shed any light on the cost of the replacement when the asset 
has to be salvaged. In the final analysis, it is a type of additional outlay instead 
of a depreciation reserve. It takes the form of depreciation reserve only because of 
*he need to account for it in the production cost. That is why this system of major 

“pair and depreciation had to be reformed after only a brief existence. After the 
reform, the term “major repair and depreciation fund” was changed to “major repair 
‘und;" the major repair depreciation rate was changed to major repair reserve rate; 
ana the basic depreciation rate and basic depreciation funds were changed to depre- 
ciation rate and depreciation funds respectively. Incidentally, it may be pointed 
out that when some documents and articles mentioner’ depreciation and depreciati¢mn 
funds, the word “basic” was frequently used, although this was entirely unnecessary. 
Before the reform, the word “basic” denoted major repair and depreciation; now major 
repairs aro no longer associated with depreciation, and the word “basic” is no longer 
necessary. 


2. There is the relationship between the use of major repair funcs and the expansion 
of decisionmaking power for the enterprises. In expanding the decisionmaking power 

of enterprises in business management, all unnecessary barriers between various types 
of funds should be removed. However, it would be wrong to oppose, as some sor~* 
inhibition, the regulation that major repair funds should be used on fixed ass . wily. 
If there is no need for the major repair funds to be independently set up and used, 
then how can this system have been so popular in foreign countriey for a full century? 


There is no data for the exact year or month of the origin of major repair funds. 
wever, we are sure that shen Marx wrote “Das Kapital,” there was already such an 
‘onomic category. At that time, repairs were already classified as “major repairs” 

and “minor repairs” (ibid., p 198) and major repairs were financed by a reserve fund, 

based on “an average expense distributed over the average life.” (ibid., p 196) 

We understand that «ven to date, foreign countries ere still using this system. The 

“System of Regulating Time Limits for the Use of Pixed Assets” (ADR system) issued by 
ne U.S. Government in 1971 specifically stipulited the proportion of funds to be 
awr for building up the remair reserve for various types of fixed assete, in 
dicion to various depreviation rates and the mergins of readjustment. In view of 

t.@ possibility that the repair expenses may be transformed irto fixec acsets, a 

reiional limit was set for the compensation cf repair expens repenses within the 
mit ace transformed into fixed assets and compensated by the depreciation funds. 
rom this, we can see that the United States not only sets up and ures the major 
‘paic funds independentiy, but it also exercises 4a very strict control over them. 














Any value of fixed assets acquired through repairs would be accounted for in the 
depreciation fund. In sharp contrast to our system it uses renovation and trans- 
formation to protect instead of competing with major repairs. Under this ADR system, 
the stipulated rate of building up the repair reserve is approximately 5.8 percent. 
It is our understanding that the Soviet Union also revised its depreciation rate in 
1975 and made separate stipulations for the depreciation rate and the proportion of 
major repair reserve. 





Why should these countries have their self-imposed “inhibitions?” It is quite clear 
that finance is a reflection of the economy, and fixed assets being used must be pro- 
tected and repuired. This is an objective fact. The setting up of major repair 
funds is decided by objective facts. If you do not recognize them and divert major 
repair funds to other uses, the equipment still needs repair. As a result, you are 
only violating the objective economic laws and will be duly punished. 


Therefore, in expanding the decisionmaking power of enterprises, we should not 
disturb the channels of major repair funds which objectively exist. Yet we must not 
adopt the same overly rigid control as we did before, leaving the enterprises without 
any flexibility. The ideal way would be as follows: 


1. We should establish and perfect a control system for the fixed assets of enter- 
prises while implementing the policy of readjustment, restructuring, consolidation 
and improvement and streamlining enterprise management. This will include setting 

up and perfecting a system of equipment inspection and repair which will clearly define 
the specific economic and technical limits for major, medium and minor repairs of 
various fixed assets, and a system of advance inspection and repair, so that there 

will be certain regulations to go by and certain rules to follow. We should constantly 
keep the fixed assets in excellent operating cor.dition so as to insure regular pro- 
duction. Major repair funds should be appropriated according to regulations so as to 
insure that the requirements for major repairs are met and to prevent the diversion 

of these funds to capital construction or to renovation and transformation of equipment. 
All units drawing major repair funds should not charge such expenses against production 
cost. Should there be any temporary shortage of major repair funds, they should 

apply for bank loans for this purpose, but treat them as circulating funds. 


2. In view of the continual development of science and technology today, we should 
break through the old convention of “four originals” (original structure, original 
materials, original scope and original location which cannot be changed). We should 
permit and encourage the coordination of major repairs with renovation and trans- 
formation. If we can improve the economic effects, we should strive for a reasonable 
increase in fixed asset value through repair, renovation and transformation even 
though this may involve changes of form, location and structure. We should also 
Strive to improve the functions of these assets through upgrading or replacement. In 
coordinating major repair with renovation and transformation, it should be permissible 
for two different funds to be combined, as practiced under the ADR system of the 
United States, whereby each party should be responsible for its cwn share of funds. 


Upon introduction of the system of payment for the use of circulating capital, the 
enterprises will have to pay the principal as well as the interest. It would obv ously 
be unfair if these enterprises could not use their major repair funds in the way they 
consider necessary. Therefore, provided funds for major repairs are assured, the enter- 
prises should be permitted to use part of the temporarily unused major repair f a5 
Circulating funds for other purposes. However, these funds must be returned i a 
major repair is required. All funds must be flexibly and efficiently used. 
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NATIONAL POLICY AND ISSUES 


PRC JOURNAL ON ENTERPRISES’ DECISIONMAKING POWER 
HK141450 Beijing JINGJI GUANLI in Chinese No 6, 15 Jun 81 pp 24-26 


[Article by Li Shayu [2621 1421 1342] and Chen Zehung [7115 3419 3163] of the 
Sichuan Academy of Social Sciences: "Problems in Expanding the Decisionmaking 
Power in Enterprises” ] 


[Text] The reforms of the economic system are new and some shortcomings and 
problems will inevitably crop up. Therefore, it is necessary to sum up #xperiences 
in economic reforms, study new situations and new problems and further perfect 

the various reforms. We have made tentative studies on some problems in the 
reforms of the economic system which need solutions. They are as follows: 


l. The Problem cf the Relation Between the Macroeconomy and Microeconomy 


Taking the form of socialist planned economy as the prerequisite and proceeding 
from the expansion of decisionmaking power of enterprises, the reforms of the 
economic system ce«rried out in Sichuan have focused on the distribution cf economic 
interests, which is the crux of the matter. By expanding the decisionmaking 

powers of enterprises, the enterprises have been turned into relatively independent 
commodity producers. Having their own economic interests, they have integrated 
regulation by planning mechanism with regulation by market mechanism in operations 
and management. Thus, the enterprises have become self-operating organic bodirs 
with both inner motivational force and external pressure for competition. The 
experiments over the past 2 years have reached the expected targets in the main. 


Since the main subjects of the experiments were the enterprises, attention was 
concentrated on the economic interests of the enterprises and economic conditions 
for automating the enterprises. For this reason, the distinct success chalked 

up in the experiments in Sichuan was the mobilization of the enthusiasm of the 
grass roots enterprises. However, one noteworthy problem in expanding the deci- 
sionmaking power of enterprises was that while arousing the enthusiasm of the 

grass roots enterprises, the guidance of macroeconomic planning fell behind. Hence 
the economic activities of the enterprises lost to a certain degree the overa!l 
macroeconomic balance. Thir problem was expressed in a concentrated way in thet 
the measures for controlling the distribution of bonuses by the enterorises 

could not xeep pace with the situation and some enterprises cs>ended production 

in an unplanned way. 
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In order to solve this problem, first of all, the relation between the macroeconomy 
and microeconomy must be thrashed out. We hold that the relation between the two 
is a relation between the whole and the part, and between the general and the 
particular. The microeconomy is the basis of the macroeconomy while the macro- 
economy is the sum total of the microeconomy. The macroeconomic movement restricts 
the orientation of the development of the microeconomic movement. The socialist 
economy is a planned commodity economy. Without the macroeconomic analysis of the 
total sum, the data from economic analysis of the amount of the individual sums 
are not comprehensive from a microeconomic point of view. Therefore, in the eco- 
nomic reforms, attention should be paid to the roles of both the macroeconomy and 
microeconomy. While enhancing the enthusiasm of the grass roots economic units, 

it is imperative to strengthen the guidance of macroeconomic planning and adminis- 
trative intervention, integrate the macroeconomy with microeconomy and regulation 
by planning mechanism with regulation by market mechanism and coordinate the 
enthusiasm of the localities, departments and enterprises with socialist planning. 





Then it is necessary to strengthen the planned guidance over regulation by market 
mechanism. This is not an abstract conception but rather regular work of the 
leading economic organs. At present, many enterprises have asked the responsible 
departments to supply them with information on the economic movements of the market. 
Of course, the leading economic organs have some difficulties in doing this at the 
moment, but it is entirely possible to make investigations, calculations and fore- 
casts of the key points cf investment, main projects, productive capacity and main 
products within the period of the plan, and the information of various localities 
producing goods of different types, the variations of commodity prices and the 
quotations on the market at home and abroad. This will enable the enterprises to 
understand the overall situation of market economic movements and variations in 
the macroeconomy, proceed from reality and work out correct operational decisions 
under the guidance of macroeconomic planning. 


Furthermore, it is necessary to exercise guidance and control over the orientation 
of investment of the funds belonging to the enterprises. In this respect, the 
state's reinforcement of planned guidance in the macroeconomy is mainly manifested 
in doing a proper job of maintaining an overall balance. Attention should be paid 
to balarcing the orientation of investment of the enterprises and the social needs. 
In using their own funds to expand reproduction, the enterprises should maintain a 
balance between the types and quantity of items produced on one hand and social 
needs and market demands on the other. They should also maintain a balance in 
the situation of production of the existing enterprises; otherwise, blindness will 
occur. While carrying out expansion of reproduction by extension, the enterprises 
should make reports and get approval from the departments concerned according to 
capital construction procedures and exercise strict control over administrative 
procedures. In solving this problem, the experieuce of Shanghai deserves our 
attention. On the basis of different bureaus, trades and companies, they carried 
out regulation of interests, worked out plans for tapping potential, innovating 
and transforming production and carried out expanded reproduction. In this way, 
blindness in enterprises production can be reduced. 


In short, it is imperative to integrate well the reinforcement of the guidance of 
macroeconomic planning with the further revitalization of the microeconomy. While 














preventing the tendency of one-sided emphasis on independence of the microeconomy 
to the neglect of planned guidance, we should spontaneously prevent the tendency 
to overstress the importance of the guicance of macroeconomic planning resulting 
in excessive rigid control over the microeconomy. 


2. The Problem of Defining the Amount of Economic Interests of Enterprises 


Sichuan's experiments in reform took the rational distribution of the net income 
created by the enterprises as the core. Therefore, reforms directly involved the 
material interests of the state, the enterprises and the staff and workers. 
Judging from some experiments carried out in Sichuan, the problem of the state-run 
industries and enterprises having relatively independent economic interests was 
solved fairly successfully through the reforms of the whole economic system. But 
in the past 2 years, extremely sharp disputes have arisen between the financial 
departments and enterprises over the proportion of profit-sharing. In order to 
increase their economic interests, the enterprises have always persisted in having 
their proportion of profit-sharing increased. On the other hand, fearing that too 
large a proportion of profit-sharing for the enterprises will affect state revenues, 
the departments concerned have all along intended to reduce the proportion of 
profit-sharing for the enterprises. Thus, the problem of how to decide the amount 
of the independent economic interests of enterprises was put forward to the public. 
We holc that the basic factors for determining the economic interests of enter- 
prises are che position and powers of enterprises as relatively independent 
commodity producers. The economic interests of enterprises should be commensurate 
with their powers and economic responsibilities. The interests of enterprises 
consist of three key elements. They are as follows: First, the enterprises’ funds 
for developing production. The amount of these funds is decided by the degree of 
power possessed by the enterprises for carrying out expanded reproduction by inten- 
sion and extension. Second, the enterprises’ funds for collective welfare: The 
amount of these funds depends on the extent of the development of the enter, -ise 
collective welfare and the financial strength of the enterprises. Third, the 
enterprises’ funds for rewarding the staff and workers: Apart from the amount of 
funds stipulated by the State Council, the enterprises that have been run really 
well should be allowed to retain more profits to reward the staff and workers. In 
addition, we are of the opinion that in defining the economic interests of the 
enterprises, the financial revenues and expenditures of our country in a certain 
period should be taken into consideration. Generally speaking, the amount of 
economic interests of the enterprises is directly proportionate to that of the 
state financial revenues. At present, when the financial revenues of our country 
are somewhat strained, it is entirely justifiable for the enterprise to have a 
smaller economic interest. According to estimates, in Zhongqing the profits 
retained by the enterprises after paying industria’ and commercial taxes will be 
15 percent by or even before 1985. Based on our investigation of 10 enterprises 

in Chengdu, the retained profits can only reach 16.2 percent. The economic 
interests of more than 400 enterprises participating in experiments in expanding 
decisionmaking power iast year in Sichuan did not surpass 20 percent of the profits 
they generace?. This not only ensures financial revenues for the state but o'to9 
enables che enterprises to have the economic conditions for their own development, 
and the interests of the staff and workers are taken care of as a resul*. 

















The enterprises participating in the experiments in Sichuan first took into consid- 
eration their vested interests in defining the proportion of distribution of 
interests between the state end enterprises. Of course, it is undoubtedly a good 
thing to stimulate their enthusiasm for participating in the experimental work. 
However, it must be pointed out that the protection of vested interests is funda- 
mentally wrong. It is known to all that after the smashing of the "gang of four,” 
the production of many enterprises was restored to normal, with the result that 
production grew very fast and output and profits increased by a wider margin. 
Under these circumstances the experiments of expanding decisionmaking power of 
enterprises were carried out. Planned profits were very often on the low side 

but the profits iu excess of the plan were relatively high. Therefore, if the 
interests gained by the enterprises in the experiments of expanding decisionmaking 
power in the past 2 years are consolidated and what is more, protected, two prob- 
lems wil! emerge: One is that the regulation of economic interests among the 
state, the encerprises and the staff and workers will be hampered. Things will 

go all right with the ever-growing production and ever-increasing profits of the 
enterprises, but things will become worse when production falls and profits 
decrease due to subjective mismanagement or to objective causes such as lack of 
energy and raw materials. Under these circumstances, although the income of the 
state and enterprises decreases simultaneously, the state gets less revenue than 
the enterprises. In order to protect the vested economic interests of the enter- 
prises, bonuses cannot be reduced, with the result that there are decreases in 

the income of the state and the enterprises but the economic interests of the 
staff and workers are not readjusted accordingly. The other pioblem is that con- 
solidating and protecting vested economic interests will make it difficult to 
carry out regulation of the amount of economic interests among enterprises. In 
the initial stage of the reforms, little consideration was given to the external 
conditions of the enterprises, for instance, the condition of equipment, the 
quantity of fixed assets, the condition of resources and transportation. In 
particular, prices were irrational and only a rough proportion (with only slight 
differentiations) was determined in drawing on a certain percentage of profits, 
resulting in unfairness in profi*-sharing among the enterprises and even resulting 
in a situation in which with relatively poor management and acministration and 
little exertion of labor, some enterprises got more profits than the others. In 
order to change this situation, it is entirely correct for the economic departments 
and the theoretical circles to propose using economic levers suc: as a regulatory 
tax to ensure fairness in profit-sharing among enterprises. But some enterprises 
used "protecting their vested interests ' as an excuse and refused to accept this 
necessary regulation of interests, thus putting themselves in a passive position. 
This situation must be changed. 


3. The Problem of the Limits of Authority for Enterprises to Expand Reproduction 


In the experiments in Sichuan the enterprises have been given greater decision- 
making power. Economic results have been good for the past 2 years. 


The problem now is that there is one-sidedness ir the enterprises’ understanding 
of market demands. This will probably lead the enterprises to blindness in making 
investment decisions on expanding reproduction. Judging by the experiments 
carried out in Sichuan, generally speaking, being afraid of taking risks, the 
enterprises wake careful decisions on matters of investment, for they mainly use 
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their own funds with bank loans as a supplement. On the whole, there is litt - 
blindness in the enterprises’ carrying out of the projects of expansion of repro- 
duction by intension such as the renewal of equipment, the tapping of potential, 
renovating and restructuring, but there is relatively great blindness in a few 
enterprises’ carrying out of expansion of reproduction by extension such as making 
investments externally, forming joint ventures and building new factories. As a 
result of this, some comrades in the economic circles hoid that since the power to 
make decisions to expand reproduction was given to enterprises, great expansion of 
capital construction has occurred. This “caused greater disproportions in the 
national economy" and “brought new difficulties to the work of readjustment." 

They maintain that expanded reproduction should be concentrated in the hands of 
the state while enterprises can only carry out simple reproduction within the 
limits of the existing funds. “Apart from the retained profits to be used for 
public welfare and for bonuses, that portion to be used to expand reproduction 
should be centralized." We cannot agree with these opinions. 


First, as for tue blindness that occurred in a few enterprises in expanding the 
decisionmaking power of enterprises, a concrete analysis should be made. We 

should not attribute the excessive expansion and the ‘isproportions in the national 
economy to the enterpr’ses having the decisionmaking power to expand reproduction. 
It is known to all that both the excessive expansion of capital construction and 
serious disproportions in the national economy existed long before the expansion 

of decisionmaking power of enterprises. 


Second, there isno inexorable relation between the blindness occurring in expanding 
reproduction by the enterprises and the state-run enterprises having decisionmaking 
power to expand reproduction. In many enterprises involved in expanding their 
decisionmaking powers in Sichuan, there was no blindness in expanding reproduction. 
Even though there was blindness in a few enterprises in expanding reproduction, 

the main reason was that the responsible economic departments lacxed planned macro- 
economic guidance. So long as the information system is set up and emphasis is put 
on strengthening the guidance of macroeconomic planning and the necessary adminis- 
trative intervention, it is more advantageous than disadvantageous to let the 
enterprises have the power to expand reproduction. 


Third, blindness in capita. construction is closely related to the implementation 
of a two-level financial system and blindness occurred in the production of the 
localities and commune-rin or brigade-run enterprises. We should not attribute 
these two kinds of blindress to the enterprises having the power to expand repro- 
duction. 


We advocate that enterprises should have the power to expand reproduction. How- 
ever, in the period of economic readjustment, owing to a lack of medium and long- 
term state plans, a sounc market information system, normal and timely economic 
calculations and forecasts and other factors, the entcrprises’ power Lo expand 


reproduction should not be excessive. So long as tvey have the power te» carry 
out expansion cr reproduction by intensioa, that is, tus . ower &» cemew waco ivery 
and equipment, raise the scientific aad Lecanical level -ne etaff anc workers, 
transform the existing production[words indistinct) vy themselves. The power to 
carry out expansion 0: reproduction by extension aid use the funds, cua is, the 


power to enlarge the scope of production, acd new means of pr ' » and expand 











the fields of production can be utilized within the limits of a province on the 
basis of unified plannirg, coordination and balance based on different bureaus, 
trades and companies. Ia this way, the achievements can be doubled: the blindness 
in expanding reproduction by some enterprises can be reduced and the enterprises’ 
development on their own as relatively independent commodity producers can be 
ensured. This will do no harn. 


CSO: 4006/463 
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NATIONAL POLICY AND ISSUES 


*JINGJI YANJIU' DISCUSSES COMMERCIAL FORMS 
HK141521 Beijing JINGJI YANJIU in Chinese No 6, 20 Jun 81 pp 57-61 


[Revised draft of article by Gao Dichen [7559 3321 7115] of the Finance, “ommerce 
end Economics Research Bureau of the Chinese Academy of Social Sciences dated 
November 1980: "On the Objective Easis for the Existence of Various Commercial 
Forms” ] 


[Text] In the course of readjusting and reforming the economy and for the purposes 
of fully utilizing the markets, enlivening the circulation of commodities and 
accelerating economic development, the localities, be they the urban areas of the 
rural villages, have all felt that the circulation process could not cope with 

the needs of production and that the commercial network was not broad enough and 
was unable to meet the consumption meeds o. the people. Hence, simultaneously 
with increasing commerce under the system of ownership by the whole people, ener- 
getic efforts have been made to promote the developnent of commerce and service 
trades under the system of ownershinr by the collectives and also those under the 
system of ownership by individuals. Concerning this new development, people have 
ventured diverse views. Some believe that this is an important measure suited to 
the level of development of the productive force of o.r country at the mowent and 
to the people's livelihood. However, some think that this development is incongrous 
and in fact a retrogressive step which in the foreseeable future would mean going 
through socialist restructuring again and thus involve a waste of time and effort. 


In this way, actual practice in economic readjustment and economic reform has 
brought up a problem in economic theory, nam .y, what is the objective basis for 
the existence of various commercial forms in the process of commodity circulation? 
(Note: Here the concept of commercial forms includes the various types and forms 
of commerce and commercial enterprises under the various forms of the ownership 
system, such as wholesale, retail, specialized stores, comprehensive stores. Con- 
cerning this problem, a conclusive viewpoint to the effect that the various commer- 
cial forms in the circulation process were determined by the forms of the ownership 
eystem of the production materials in the realm of production used to prevail. It 
is necessary now to make a renewed study of this viewpoint which was once considered 
more or less conclus/ 2.) 


First, in theory this viewpoint takes production as the deterxt.ant factor for 
exchange or circulation. In simpler terms, it implies that the ownership system 
of the production materials in the production sector determines the ownership 








system in the circulation sector. Im other words, that production determines 
exchange may be interpreted to mean that whatever the form of ownership in the 
production process the same form of ownership is obtained in the circulation process. 
For example, industrial production under the system of cwnership by the whole 

people must be complemented by state-operated commerce, and agricultural production 
under the system of ownership by the collectives must be complemented by rural 
comme*ce under the system of ownership by the collectives. The so-called three- 
commodity circulation channels in our country were in effect formed on the basis 

of this theory. 


Second, this viewpoint was closely related to a seriously erroneous tendency ir, 
the economic theories of our country. In these economic theories, when explaining 
the problem of the reciprocal relationshiy between production relations and the 
productive force and after having basically completed the three big socialist 
restructuring processes, there has been a steadily widening departure from the 
basic Marx.st doctrine that production relations must be suited to the nature of 
the productive force and that changes in the development of the productive force 
determine changes in the development of the production relations. The theory that 
changes in production relations can promote the development of the productive 

force has been unduly emphasized. At the same time there has been an increasing 
tendency to propagate one-sidedly the belief that the bigger and the more thorough 
the public ownership system of the production materials the better and more advanced 
it is. The departure is even wider in the circulation sector. From a system of 
three circulation channels and commercial forms under two kinds of ownership there 
evolved a diminishing number of commercial forms. The reasoning was that the 

fewer the better, preferably one commercial structure only, on the pretext that 

it would be much easier to work with only one structure, that one structure would 
result in savings on expenditures, and so on. Thus, administrative orders were 
issued to "elevate" the status of the ownership system, that is to convert owner- 
ship by the individual to ownership by the collectives and to convert ownership 

by the collectives to ownership by the whole people. It was thought that such 
conversion would be more “fashionable” and that the sooner they were carried out 
the greater the possibility of their becoming advanced models. This tendency 
gathered momentum as time passed. By the time of the disturbances under the Lin 
Biao and Jiang Qing counterrevolutionary cliques it had developed to preposterous 
proportions, and it appeared then that only through continually changing the produc- 
tion relationships and continually changing the form of ownership of the production 
materials could the productive force attain a continuous development. This was 
equivalent to changing from what originally occupied first place and was the deter- 
minant factor to something in second place which played only a minor and subordinate 
role. It wac equivalent to changing from the principle of the productive force 
determining the production relations to a new and contrary principle of the produc- 
tion relations determining the productive force. 


This kind of economic theory was immensely disruptive in the socialisc construction 
enterprises of our country. Actually, it constituted a "leftist" error in economic 
construction and should be considered an important source of the ideology and 
reasoning responsible for the many ups-and-downs and massive upheavals in the 
development of the national economy. This theory made a particularly striking 
appearance in the circulation sector where its disruptive effects were especially 
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serious. It may be said that although in the production sector there was a con- 
tinuous expansion in the scope of the public ownership system and a continuous 
increase in the extent of public ownership, the existence of the system of owner- 
ship by the collectives was still permitted. However, in the circulation sector, 
it developed that not only was the system of ownership by the individual completely 
obliterated but also there were no grounds for the continued existence of the 
system of ownership by the collectives. Quite obviously, this type of theory 
provided a theoretical basis for a single type of operation in the circulation 
process and also provided the ideological background for the coming into vogue of 
the practice of persons playing the dual role of bureaucrats and merchants. 


It is precisely under the guidance of this type of economic theory that after 1958, 
on various occasions rural supply and marketing cooperatives were merged with 
State-operated commercial units, that cooperative stores (units) were either 
elevated step-by-step or “reached the sky in a single bound,” while individually- 
operated commercial units were either rejected or banned altogether. Sy the time 

of the great Cultural Revwlution, little was left of the commerce and service 

trades under the system of ownership by the collectives, while commercial units and 
service trades under individual ownership were banned for being capitalistic and 
were obliterated in certain localities. In 1957, the total number of individually- 
operated coumercial units in the whole country was 3.59 million; by 1978 it had 
dwindled to only 610,000. In Shandong Province, in 1957 there were over 70,000 
collectively-owned units doing business or engaged in the service trades; by 1978, 
the number had dwindled to only 500, while the nust«r of business or service units 
operated by individuals was reduced from over 90,000 to only 274. In Shenyang 
Municipality, in 1957 there were 13,588 cooperat!ve stores (units) and individually- 
operated commercial or service units, but by 1970 not a single individually-operated 
unit was in existence while only 1,080 cooperative stores continued to exist. How- 
ever, these stores were "collectively-owned" in name only; in fact they were branches 
of state-operated stores. Since the many commercial forms of varied economic 
composition were reduced in a short time to state monopoly commerce, the impetus 

of competition in commodity circulation disappeared. This, plus the rigid and 
stereotyped control system, the numerous administrative procedures, and the exces- 
sive control over the form and planning of the purchasing and marketing of commod- 
ities, practically reduced the originally lively and ever-changing circulation 
process tc mere “exchange” operations that were ossified and lifcless. The results 
were the serious impairment of the development of production, while in the circula- 
tion sector laziness and bureaucratism were fostered. The people suffered great 
inconveniences in their everyday lives. 


The theoretical viewpoint holding that the form of the ownership system in the 
production sector determines the form of the ownership system in the circulation 
sector has no basis in historica) fact. In the historical development of the 
commodity economy, commodity producers under any form of ownership svstem always 
prefer to have many different commercial forms to market their products. Similarly 
a commercial torm under eny system of ownership habitually handles commodities of 
many ond different owners. This is because the circulation process of commod’ tie. 
comprises numerous exchanges of commodities and the process in the exchange ot 
commodities has all along taken place between a varicty o: owners of commodities; 
otherwise it would not be an exchange of commodities in the real sense. Commerce 











plays the special role of the intermediary in the exchange of commodities between 
the variety of owners in the circulation sector. This intermediary role of commerce 
between different owners of commodities determines that a commercial form must serve 
the circulation of commodities produced under different systems of ownership and 
cannot confine itself to serving the circulation of products of only one systeu 

of ownership. Therefore, the viewpoint that the kind of system of ownership in 

the production sector determines the kind of system of ownership of the commercial 
units in the circulation sector, and the conclusicn that the kind of system of 
ownership in production must be complemented by a similar kind of system of owner- 
ship in the circulation process are not in accord with the historical facts of 
commodity circulation and have no basis in theory. 


In view of the above, how do the rule that production relations must be suited 

to the nature of the productive force and the rule that the development level of 
the productive force determines the form of the ownership system assert themselves 
in the circulation sector? In other words, what is the relationship between the 
various commercial forms in the circulation sector and the development level of 
the productive force? 


A sim le answer is as follows: The forms of the system of ownership in the circu- 
lation sector are also determined by the state of development of the productive 
force. At the current stage of the level of the productive force there must be 
various types of commercial forms because only in that wav can the objective 
demands of the current development level of the productive force be met. Such 

an answer is obviously correct in principle. However, if we further ask, in the 
final analysis, what particular level of the productive force requires what particular 
form of the system of ownership in commerce, the above answ:r would appear to be 
too generalized. This kind of answer does not give people a clear understanding 
and an available objective basis concerning the development and reform of the 
commercial forms. At the same time, historically the evolution of the commercial 
forms has shown that such a generalized answer cannot really solve the problen. 

In a feudalist society, commodity economy was undeveloped, the degree of the 
socialization of production was low, and exchanges were carried out on a relatively 
small scale. Under the condition of the social productive force being at a low 
level, there were huge commercial capital engaging in purchasing and marketing 
activities on a nationwide scale and big merchants enjoying exclusive selling 
rights, but there were aiso the rank-and-file medium-size and small merchants, 
street peddlers and roving peddlers carrying their goods on their shoulders all 
of whom played a part in the commodity exchange activities of the circulation 
sector. In a capitalist society where large-scale socialized production has 
developed rapidly and in a modern capitalist society wherein the productive force 
is highly developed and backed by a firm basis of mechanization and automation, 
there can likewise be ‘arge monopoly commercial capital operating on a nationwide 
scale and even in international markets, big department stores, and big retail 
companies in control of the urban and rural markets and large supermarkets. There 
may also be medium-size and small business, family business, small merchants and 
small roving peddlers. In Japan, the total number of people employed in small 
businesses stores of less than four people each (in fact the great majority are 

in the nature of family business) is over 80 percent of the entire social commer- 
cial network. In the United States, Britain, France and other countries, the 
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number of saall commercial units is relatively small, but it is still about 40 
percent of the total. aAlthough there have been many ups and downs in the economic 
development of our country over the past 30 years, we may still say that the level 
of our productive force ‘s far above that in the initial period of the liberation. 
However, the realities of our economic life require that in the process of read- 
justing and reforming the economy we change the situation of a monopoly type of 
commerce and restore that of the coexistence of various commercial forms similar 
to the situation in the 1950's. In addition to increasing state-operated commerce, 
we must on the one hand develop collectively-owned commerce and service trades 
and on the other hand restore individuall»’-owned commerce and allow these types 
of commercial and service activities to participate in the circulation sector. 

We should not only permit the coexistence of various forms of economic composition 
in the sector of commodity circulation but also promote the development of various 
forms of businesses such as large, medium-size and small businesses, specialized 
businesses, businesses engaged in all types of activity and roving businesses. 

We should also promote various types of commercial operation methods, so that they 
may form a variety of commodity circulation channels and thus ensure the smooth 
flow of goods in the entire scscial structure. If we do not do this we will be 
unable to enliven the markets, enliven the entire ecoromy or vigorously promote 
the development of production and meet the consumption needs of the extensive 
masses of people. 


The historical phenomenon of the coexistence of various types of commercial forms 
in commodity circulation as mentioned above and the reality of economic life in 
our country both demonstrate that the forms of the system of ownership of the 
production materials in the production sector do not determine the forms of the 
system of ownership of commerce in the circulation sector. The ultimate “unction 
of the level of development of the social productive force in determining the form 
of the system of owmership of commerce is neither simply nor directly manifested. 
In reality, the state of development of the social productive force frequently 
plays its functional role in the relationship of the system of ownership in the 
circulation sector and in the commercial forms only after having gone through 
various intermediate, transitional links and along an extremely winding path. 


This being the case, how is the ultimate function of the development of the social 
productive force in determining the commercial forms in the circulation sector 
manifested concretely? Let us analyze this problem from the three different angles 
of consumtion, circulation and production. 


First, from the standpoint of consumption, the products of a producer of commod- 
ities must pass through the exchange process to be transferred to the end user. 

If a commodity is not wanted for consumption, or if the consumer demand for it 
lessens resulting in difficulties in marketing it, then the reproduction of this 
commodity cannot be pursued consistently. Pence, the consumer demand of the social 
structure cannot but play an extremely impertart ard direct Jeterminart role in 


the organizational forms and operational m-thede c* commerce which has a» tts firs* 
and foremost function the rarketing of ceameditiec. The role pleyed by cons ir 
demand in the social structure ir determining the commercic' £:.ms is principally 


manifested by the evolution and changes ir consumptior. In the reelities of 
cconomic life we car readily discern that cheages either in the cor emption levei 











or in the consumption structure and reforms in either consumption methods or con- 
sumption habits all directly produce new demands on the commercial forms and 
thereby necessitate appropriate changes in these forms. (1) Mankind's level of 
consumption constantly rises in accordance with production development and increases 
in monetary income. Such changes in mankind's consumption level can directly 
bring about changes in the organizational forms of commerce and of the service 
trades. For example, following the increase in the consumption level, the people's 
demand for durable consumer goods may sharply increase. This in turn requires 

the setting up of specialized businesses to handle the managerent of durable 
consumer goods. Simultaneously, as a result of the increase in the volume of such 
durable goods as television sets, washing machines and refrigerators, various 
kinds of repair and other service units must be sct up. If changes are not made 
in the commercial organization forms te suit these demands and if there are no 
additional or new servicing facilities, then it will be difficult to satisfy the 
new consumer demands aricing from an increase in the consumption level. (2) Changes 
in the consumption structure can also directly require corresponding changes in 

the commercial forms. Constant changes in the consumption structure of the society 
accompany the rise in the consumption level. Such changes are not only seen in 
the changes in the relative proportion which food, clothing, articles of daily use 
and housing occupy in the gross consumption level but are also reflected in the 
demand for concrete kinds of commodities. This may be seen in the constant increase 
in the demand for high-grade commodities and in the more intensified selection of 
commodities in the purchasing process. In turn, this requires the existence of 
big department stores and various kinds of specialized businesres which engage in 
large-scale operations and which are financially strong and have a plentiful supply 
of manpower, in order to meet the consumer demands which constantly rise to higher 
planes. In recent years, the "supermarkets" found in nations of a relatively high 
economic development level are precisely a new commercial form appearing to suit 
the changes in the consumption level and the new and ever-rising demands of the 
buyers. (3) Changes and revisions in consumption methods and consumption habits 
also have direct effects on the commercial forms. In the course of socioeconomic 
development, the consumption process constantly displays the tendency of being 
dispersed and divided into small segments. This tendency is not only seen in the 
increase in the number of family units, the decrease in the number of members of 
each family unit and the steady dispersal of consumption units but also more 
importantly in that with regard to commodity requirements, consumer demand for 
general and common kinds of goods has steadily decreased while the demand for 
specialized commodities has constantly increased. Following the rise in living 
standards, this phenomenon is all the more evident in the demand for variety, 

color and style in the commodities. A clear illustration can be found in the 
changes in taste in clothing. With the improvement in living conditions, demand 
for clothing of fixed specifications and ordinary colors (blue, white and gray) 
will steadily decline while that for tailored suits will greatly increase. For 
this reason, the tailoring trade (including the garment processing trade and the 
relevant commercial establishments) must adapt to such changes and in processing 
and making garments, astudy must be made not only of the special features of a 
certain category of users but also of the individual's likes and dislikes. In 
organizing the processing trade and clothing supplies, large plants for processing 
garments should be cstablished to engage in large-scale production of ready-made 
suits, and specialized clothing stores must also be set up to fill the general 
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consumer needs. At the same time, in order to satisfy in a lively and flexible 

way the different and special tastes and demands of individual consumers there sust 
be tailoring establishments which have their businesses in front and their workshops 
in back, and small collectively-owned tailoring establishments as well as tailoring 
units run by individuals which combine the business and the houseliold in a single 
unit. Changes in consumption habits similar to those bringing about the dispersion 
of units in the tailoring trade will, following social development, occur in 
respect of other commodities. In the organizational forms of commerce this will 
result, on the one hand, in the emergence of big and specialized stores, and on the 
other hand in the appearance at every street correr in cities and towns and rural 
villages of medium-size general stores, small stores, goods pavilions, and sobile 
stands for goods selling. Wot only will we need big commercial enter,rises or 
specialized companies which have big capital, have a large concentration of manpower 
(such as the state commercial enterprises at present) and which are capable of 
handling large-scale purchasing and marketing activities both within the country 

and abroad, but we will also need small commercial units which require little 
capital and employ few people (such as the current collectively-owned and individ- 
uall--owned commercial units and service trades). In this way, the ever-changing 
consumer demands can be met automatically and in a lively way, and the supply of 
commodities can be well organized. 


As we all know, consumption is determined by the development of the productive 
force. Be it the elevation of the consumption standard, or a change in the con- 
sumption structure, or a change in the consumption method and consumption habits, 
the cause may be traced to the economic development of the social structure and 
may be attributed to the natural result of the development of the social productive 
force. Therefore, in the last analysis, the direct role of consumer demand in 
determining the commercial forms may be interpreted as the manifestation of the 
determinant ole of the productive force. In other words, the role of the produc- 
tive force in :\etermining the economic struc*ure and the organizational forms of 
commerce is indirectly reflected in consume: demand. 


Second, let us look at the problem from the special aspects of commodity circula- 
tion itself. Commodities have their own special requirements as soon as they 

leave the production process and enter into the circulation sector. These require- 
ments o* demands come mainly from two directions, namely, the innate physical 
property of the commodity and its socioeconomic attrib: es. Let us take the innate 
property of a commodity. The definite technical conditions governing the period 
of time a fresh and easily perishable commodity can be preserved is an absolute 
limiting factor for this commodity in circulation. The more readily perishable 

a product is and the more quickly it must be consumed, the shorter is its circula- 
tion time. Just as Marx said: Commodities relying principally on being marketed 
locally can achieve the greatest development only in densely populated areas. 
Commercial units hardling this kind of commodity must be flexible and lively in 
their structure and form of organization. They must have relatively stable circu- 
lation channels comprising a main channel and branch channels fully coordinated 
with each other and permitting the free flow of the commodities and sust also have 
supply points which are rationally distributed. In addition. they must have a 
highly efficient organizational system and operational methods, such as the “one- 
dragon system” of coordinating production, transportation and marketing. in order 














to suit the objective demands of this type of commodities and so that they can 
reach the consumers as soon as possible. Contrarily, in the case of durable 
consumer goods which take many years to be completely consumed, the concentrated 
operation of specialized businesses is needed so that the buyer may have the 
freedom of choice in purchasing the goods. In addition, such stores must be 
supplemented by an appropriate network of repair and servicing units. Thus, the 
concrete organizational form of commerce must be suited to the special points of 
circulation determined by the innate property of the commodity and these special 
points are closely related to such other factors as whether production of the 
commodity is concentrated or diversified and whether its consumption is seasonal 
or nonseasonal. In the event that the commercial form is not suited to the 
special demands of commodity circulation, then it will not be possible to organize 
well the exchange process of these commodities. In turn, production development 
will be impeded and consumer demand cannot be satisfied. 


Besides the innate nature of the commodities, the socioeconomic attributers of a 

commodity also deteruine and influence the special points of commodity circulation 

and thereby exercise control over the relevant commercial organization forms. The 

so-called socioeconomic attributes of a commodity refer to certain special opera- 

tional laws of commodity economy, such as the law of exchange at equal value, the 

law governing competition, the law of supply and demand, and so on. The commercial 

forms must be in accord with the objective demands of various commodity economic | 
laws in operation in the course of the circulation process. The choice of the 
commercial structure and commercial form must help in breaking down barriers in 
the localities and in ensuring the smooth flow of commodities. It must also help | 
in getting rid of management monopolistic practices and encourage the commercial 

enterprises to compare their performances and vie with each other, to ensure 

competition and provide the commodities with an active and enlivened market. 

Furthermore, it must help in bringing about an equilibrium in supply and demand 

of the commodities, and achieve the objective of taking the shortest time and 

incurring the least expenses in transferring the commodities from the production 

sector <o the circulation sector. Besides commercia. enterprises of multiple 

economic components, in the urban and rural areas in our country such commercial 

forms as trade warehouses and large trade centers are still in the stage of 

development. They are products arising from the demands of the special features 

of the commodity circulation itself. 


Third, from the standpoint of production, commerce is the product resulting from 
the development of commodity production and the need for the exchange of commodities. 
It performs the special function of an intermediary in the exchange activities 
among the producers of commodities. It provides central facilities for various 
producers to pursue their exchange activities and effects enormous savings of time 
for the producers of commodities engaging in the exchange of their products. In 
this way, it promotes the development of commodity production. However, following 
the development of socialization of production and following the development of a 
highly mechanized and automated productive force, big modernized enterprises and 
big producers of commodities have begun to set up their own marketing facilities 
and sell their products directly to the consumers without passing through the 
intermediary link of commerce. In certain developed capitalist nations, the pro- 
duction enterprises not only set up their own marketing structures but also set 











up research organs on commodity marketing to study market conditions and to forecast 
changes in the supply and demand of commodities. They not only market their own 
goods inside their own countries but also set up marketing organs abroad to sell 
their products. The self-marketing of products by large enterprises represents a 
wew economic phenomenon under the conditions of a high-degree of development of 

che present-day productive force. In terms of speeding up the turnover of funds 
and shortening the circulation period, this appears to be a rational and natural 
Jevelopment. Naturally, not all enterprises can rely on their own resources to 
market their products. The great maj~ rity of the enterprises still have to use 
commerce as the intermediary to dispose of their products in different directions. 
From this it can be seen that historically the development of the productive force 
brought about the birth of commerce, while the development of the modern productive 
force has enabled a portion of the products to skip over the middle link of commerce 
and brought direct exchanges between the producers or between the producers and the 
consumers. That is to say, the development of the productive force directly influ- 
ences the forms of exchange in commerce, determines whether the exchange of commod- 
ities must have commerce as the intermediary link and determines whether or not 
commerce should exist. At the same time, the development of the productive force 
can also directly influence the organizational forms of commerce. For example, 
following the development of the productive force and the increase in the variety 
and output of the commodities, the need for many medium-size and small businesses 
scattered on the street corners of cities, towns and the rural village emerges. 
There also arises the need for more large commercial enterprises which have even 
greater operational capacity to enlarge the scope of marketing of the commodities 
so that the steadily increasing volume of commodities may be dispatched to more 
distant and broader consumption areas. In addition, the development of the produc- 
tive force can also influence the organizational form of commercial labor. Indeed, 
with the appearance of new business machines and their wide adoption by the commer- 
cial enterprises, changes will definitely occur in the organizational form of labor 
in commerce in regard to the sale of commodities and such other aspects as transpor- 
tation, loading and unloading, warehousing, storage and packing. 


In summary, we can see that the factors determine the economic structure in commerce 
and the commercial forms are complicated and many-sided. There are factors con- 
cerning consumer demand, commodity circulation and production. These factors are 
the natural results of the determinant function of the social productive force and 
are the concrete manifestation of the productive force influencing the commercial 
forms through varicus kinds of intermediary links and following a zigzagging and 
indirect course. Therefore, in theory there is no basis for the assumption that 
the system of ownership in the production sector determines the commercial forms. 
Neither is there any basis for such viewpoints which conclude that the fewer the 
commercial forms and the more simplified the structure the less trouble involved 
and the greater the economy effected on the cssumption that the larger and the more 
thorough the public ownership system of the proviuction materials the more advanced 
it is. All these assumptions are found in practice to be unsuitable to actual 
economic life which is corplicated, ever-changing lively and resplendent in 

rany wovs. 


Under the conditions of the public ownership system being in operation and enjoying 
the upper hand ard viewed from the standpoint of the objective demands ci commodity 

















economy, the newly developed economy under the system of ownership by the collec- 
tives will for a rather prolonged period of time coexist with the economic compo- 
nents under the system of ownership by the whole people. In this way, they can 
compare their performances and help each other advance, thus promoting the develop- 
ment of the entire economy. As for the small portion of commercial units and 
service trades under the system of ownership by the individual, since they are 
engaged in operational activities under the condition of the public ownership 
system occupying the dominant position in the economy, the emerging new economic 
conditions may make it possible for them to go on the road of socialism without 
having to pass through the cooperativization process. The realities of economic 
life have made it abundantly clear to us that by means of joint operation of system 
of ownership by the whole people and the system of ownership by the collectives, 
the individual economy can proceed just the same on the road of large-scale produc- 
tion under the public ownership system. Naturally in this connection experiences 
have yet to be gained from actual practice. 


At present, our country is in the process of further readjusting the national 
economy. To readjust well the economic structure of commerce and to organize 
well the circulation of commodities constitute important tasks in this connection. 
In readjusting the economic structure of commerce, we must develop multiple 
commercial forms. Not only must we develop state commerce and commerce by supply 
and marketing cooperatives but also vigorously develop new commercial units and 
service trades under the system of ownership by the collectives. In addition, 
certain individually-owned commercial units and service trades must be restored 
and developed. We must develop big and specialized businesses but also have our 
cities, towns and rural villages dotted with medium-size and small commercial 
stores, roving peddlers and vendors stands. We must vigorously develop various 
kinds of economic forms and at the same time organize direct commodity exchange 
activities among the producers. All these are necessitated by the demands of the 
realities of our economic. The demands emerge from the production side, from the 
consumption side and from commodity circulation itself. Therefore, the development 
of various kinds of economic components is not a step backward. On the contrary, 
it precisely fits in with the present state of development of the productive force 
in our country, is advantageous to production and circulation, and is the demand 
of consumption by the individual and the production process. Hence, it is bene- 
ficial to the smooth progress of our country's socialist reproduction movement 

at the present stage. 
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FINANCE AND BANKING 


NEED FOR CONTINUING POLICY OF CURRENCY WITHDRAWAL STRESSED 
Beijing ZHONGGUO JINRONG /CHINA'S BANKING7 in Chinese No 7, 4 Jul 81 pp 22-23 


[Article by Wang Xiyi /3769 0823 50307: “It Is Necessary To Uphold the Policy on 
Withdrawing Currency From Circulation"7 


{Text7 Due to the implementation of the policy to carry out further economic 
readjustment and to achieve political stability and unity as decided by the Central 
Committee Working Conference, the national economy has developed in harmony and the 
market has become brisk since the beginning of this year. In appearance, the situation 
of currenc.’ withdrawal is good. Despite the increase in production and the brisk 
market, however, some comrades have different views on whether the circulation of 
currency has returned to normal and whether continuing to uphold the policy on with- 
drawing currency from circulation as decided by the Central Committee is still 
necessary. Besides being a matter of policy, currency circulation also concerns the 
implementation of the policy of national economic readjustment. Here are my super- 
ficial views on this question. 


l. The situation of currency withdrawal in the first 5 months of this year has been 
fairly good. However, the situation of a market with excessive banknotes accumulated 
over a long period has not been basically changed. 


Compared with the same period of 1980, the amount of currency withdrawn from cir- 
culation in the first 5 months of 1981 showed an increase of more than a billion 
yuan. This was an initial success in the implementation of the policy of national 
economic readjustment. However, judging from this Year's planning for economic 
readjustment, the situatic of currency withdrawal is by no means ideal, and market 
conditions characterized by excessive banknotes in circulation have not been 
basically changed. First, if we review past experience, it will be seen that 
currency was usually withdrawn in the first half and issued in the second half of 
each year. There should be a little more withdrawal in the first half before there 
can be a suitable amount of issuance in the second half of the year. This the 
Situation of currency circulation can only be judged from an overall survey of the 
wh-*e year instead of only the first half of the year. Second. if we review the 
ratio between currency withdrawal in the first half and currency issuance in the 


second half of each year in the past, we will see that the ratio of withdrawal in 
che first half of this year was low. In 1979, it was 41.37 percent; in 1980, 40.82 
percent; and in 1981, only 38.98 percent. (Based on figures released by the end of 


May, because in June every year, there have been only minor issuances and withdrawa’:. 
Thus the figures in the first 5 months basically reflect the situation of the first 











half of every year.) This means that according to the historical pattern, the 
currency withdrawal in the first half of this year is not ideal. Third, the people's 
purchasing power left over from 1979 and 1980 was increased by 82.7 percent over 
that of the past several years. It is necessary therefore to have a larger supply 
of commodities on the market to meet the social demand. According to a preliminary 
estimate by the departments concerned, there should be some 3 billion yuan's worth 
cf such major items as sewing machines and bicycles available throughout the country 
this year. The state is now speeding up the production of consumer goods for daily 
use, particularly these major items. Yet it is difficult to meet the social demand 
in time in view of the people's greatly increased purchasing power. At present, 
there is generally a shortage of commodities on the market, and in some places, the 
scale of rationing is on the increase. There are even isolated cases of blackmarket 
dealings in ration coupons because of the serious shortage of material forces to 
Support currency withdrawal. From all this we can see that the market condition with 
excessive currency in circulation has not been changed and that continued adherence 
to the policy of currency withdrawal is necessary. 


2. There has been increased currency issuance in the countryside, where the need to 
solve the problem of commodity shortage is keenly felt. 


Since the Third Plenum of the party, the correct policies have been carried out in 

the countryside with the result that all five undertakings fagriculture, forestry, 
animal husbandry, sideline production and fishery/ are now flourishing. The 

peasants’ income has been increased, their living conditions have been improved, and 
purchasing power in the countryside is rapidly rising. According to a preliminary 
estimate, the rural commune members' currency holdings in 1980 were increased by 

30.56 percent over the previous year, while the holdings of enterprises and establish- 
ments operated by communes and production brigades were increased by 43.14 percent. 
From January to May 1981, the cash spent on the procurement of agricultural and 
sideline products increased by 22.5 percent, and financial payments in the form of 
both credit and cash in the countryside also increased by 22.3 percent. However, 

from January to May 1981, the state supply of commodities to the countryside 

declined by 1.8 percent. This problem deserves the attention of the leadership at 
various levels and the departments concerned. If there are insufficient commodities 
to be supplied to the countryside and to help in the withdrawal of currency, the 
peasants will not be able to buy what they need with their money. This will be a 
legitimate cause for complaint and will affect their morale. Therefore, in organizing 
the withdrawal of currency from circulation and the increase of commodity supply, 

we should first bear the countryside in mind and pay particular attention to the 
supply of construction materials and industrial goods of daily use in the countryside. 


3. Upholding the policy of currency withdrawal is in line with the requirements of 
economic readjustment. 


Currency circulation in the market is a comprehensive reflection of the national 
economy as well as the result of a combination of economic factors. Since further 
reacjustment of the national economy has been carried out for only half a year, the 
economic problems have not been basically solved and the task of economic readjustment 
has not been accomplished. In such circumstances, currency circulat.on in the market 
cannot completely return to normal. The problems of currency cir ulation are mainly 
attributed to the 10 years of turmoil and cannot be completely soived in several months. 
Normal circulation in the market can only be gradually accomplished along with the 
progress of economic readjustment. 


2h 














the nmativnal financial statements of receipts and payments have shown deficits in the 
past several years, and bank overdrafts alone were more than 17 billion yuan. As we 

can see, there are some problems in bringing about a baiance of payments this year. 

The foundation is not quite firm and great efforts are still required. The first 
several months showed financial surpluses mainly because of the curtailment of 
expenditures. However, the income from some main sources was lower than that of last 
year. Under the present system of monetary control, the financial situation has not 
basically improved and therefore the issuance of currency cannot entirely conform to 
economic principles, and normal currency circulation in the market cannot be maintained. 


There are also problems in production and circulation as reflected by the situation 
of bank credit, because the four "“continueds"--continued production of goods already 
in excessive supply, continued procurement, continued stockpiling and continued grant 
of loans--still exist. This will upset the credit balance and increase the issuance 
of currency. 


From the standpoint of commodity prices, we can see that administrative intervention 
this year has basically checked price inflation. However, the problem has not been 
basically solved, because prolonged price control with administrative methods cannot 
produce long-lasting effects. This also reflects from another angle the abnormal 
Situation of currency circulation in the market. 


According to the trend of currency issuance in the second half of this year, it is 
likely that more currency will be issued in the second half of this year than in the 
same period of last year. A preliminary estimate has shown that ever. though great 
efforts are being made to withdraw currency from circulation and to strictly control 
irrational currency issuance, it will still be difficult to keep such issuance in the 
second half of 1981 at the same level as that of the same period in 1980. This means 
that we will have to co better than what was planned by the state at the beginning of 
this year. Then the retail sales price index will be reduced from 7.53 to less than 
7 yuan, or close to 6 yuan, which is fairly low. Even though certain new elements in 
the course of economic development may affect the amount of currency in the market, 
currency circulation in the second half of 1981, as shown by these circumstances, 
connot completely return to normal. 


In short, it is still necessary to continue the implementation of the policy on with- 
drawing currency from circulation in view of the actual situation of currency circu- 
lation and the need to meet the requirements of economic readjustment. The banks, on 
their part, should continue to implement the resolution of the State Council concerning 
the tight control of credit and strict restriction of currency issuance. While on the 
one hand tightening their control of credit and strictly restricting the issuance of 
currency, they should, on the other hand, be careful in stimulating the economy by 
supporting the increase of consumer goods of daily use and construction materials 

for the countryside, assisting in the development of service trades, and promoting 
procurement by the commercial departments. Thus they will provide greater materia] 
strenath for the withdrawal of currency from circulation. Any control which should 

De tightened must be tightened, and every effort should be made to stimulate what- 


ever should be stimulated. They should issue currency only for economic, but not 
financial, requirements. All these are princivles which mct hc upheld in banking. 
94ii 
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BRIEFS 


GUANGDONG REVENUE--By the end of June, Guangdong Province had fulfilled 53.26 
percent of the quota of revenue in the annual budget which was adopted by the 
provincial people's congress. The amount of revenue in the first half of this 

year was 11.89 percent more than in the corresponding period of last year. The 
province increased its revenue in this period by 220 million yuan. The province's 
total industrial output value in the first half of this year was 11 percent greater 
than in the corresponding period of last year. The province has conducted a large- 
scale inspection of tax evasion and arrears of taxes. The province fulfilled 

55.4 percent of the quota for collecting taxes from industrial and commercial 

units in the first half of this year. The amount of such taxes was 14.16 percent 
more than in the corresponding period of last year. [HKO30902 Guangzhou Guangdong 
Provincial Service in Mandarin 2330 GMT 8 Jul 81] 


GUANGXI SAVINGS, LOANS--Since the beginning of this year, the credit cooperatives 
in the rural areas in Guangxi region have done well in commune members’ savings 
and issuing loans to support production. By the end of June, the amount of rural 
commune members’ savings in the region wes some 59 million yuan more than at the 
end of last year. The region fulfilled 86.7 percent of the quota for this year's 
savings. The region issued loans of some 81 million yuan in the same period. 

The amount of loans was some 2 times greater than in the corresponding period of 
last year. Yulin Prefecture has established some 1,900 credit service stations 
in its 2,062 brigades to facilitate commune members’ depositing and withdrawing 
money. The amount of commune meuwbers' savings in the prefecture by the end of 
June was some 28 million yuan more than at the end of last year. The prefecture 
overfulfilled its quota for cc™mune members’ savings this year by 4.3 percent. 
[HKO30902 Nanning Guangxi Regional Service in Mandarin 1100 GMT 10 Jul 81] 





HEILONGJIANG REVENUE PLAN--By the end of June, Heilongjiang Province had fulfilled 
over 51 percent of the 1981 municipal and county-level revenue plan. The province's 
industrial output value increased 1.6 percent and commodity sales increased 11.5 
percent compared with the corresponding 1980 period. [SK080546 Harbin Heilongjiang 
Provincial Service in Mandarin 1100 GMT 7 Aug 81] 


GUANGDONG URBAN SAVINGS DEPOSITS--In the first 6 months of this year, Guangdong's 
savings deposits in the urban areas had increased by more than 379 million yuan, 
up more than 167 million yuan compared with the same period of last year. By the 
end of last June, the total amount of savings deposits in the urban areas in 
Guangdong had reached 1.82 billion yuan. [HK1?0446 Guangzhou Guangdong Provincial 
Service in Mandarin 1000 GMT 13 Jul 81] 
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LOW INTEREST LOANS--Beijing, 2 Aug (XINHUA)--Low-interest loans will be issued 
for the expansion of traditional trade of minority nationalities and the production 
of their traditional goods, according to the People's Bank of China. In a recent 
decision, the bank says that it will give priority to the enterprises producing 
such goods in Hohhot, Lanzhou, Chengdu, Kunming, Guizhou, Lhasa, Yanji, and four 
other centers when they solicit circulating funds or short and medium-term loans. 
The decision says that the monthly interest will be 0.33 percent as against 0.42 
percent for other industrial and cormercial enterprises. Commercial enterprises 
and marketing cooperatives with financial difficulties or collective handicrafts 
units in the areas inhabited by minority nationalities will also be given low- 
interest loans. [Text] [Beijing XINHUA in English 0754 GMT 2 Aug 81] 
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ENERGY 


BRIEFS 


NORTHEAST POWER OUTPUT--Hydroelectric power plants of China's Northeast Electric 
Power Network have improved their economic management and stepped up power generation. 
As of 1 August they fulfilled this year's quota of generating 3.45 billion kw/hr of 
electricity, an increase of 26 percent compared with what they generated in the 
same period last year. [Beijing Domestic Service in Mandarin 1600 GMT 14 Aug 81 OW] 
--Shenyang, 25 Aug (XINHUA)-—-By 1 August, the Northeast China Power Network had 
already fulfilled its hydroelectric power generation plan for this year. The total 
power output was 3.45 billion kwh, topping that of the same period last year by 26 
yoy pe [0OW270615 Beijing XINHUA Domestic Service in Chinese 1323 GMT 

Aug 


SHAANXI PETROLEUM PRODUCTS--The amount of petroleum supplied to Shaanxi Province 

in the first half of this year was less than in the corresponding period last year. 
The whole province has saved 9,900 tons of all kinds of petroleum products. Of them, 
some 4,000 tons were gasoline, some 4,000 tons were diesel oil and some 1,000 tons 
were lubricant. According to incomplete satistics, from January to May this year, 

14 transport companies in the province, prefectures and municipalities saved some 
469,000 kg of petroleum products. [HK280219 Xian Shaanxi Provincial Service in 
Mandarin 0500 GMT 20 Aug 81] 


HENAN ELECTRICITY OUTPUT--All power plants of the Henan electricity network 
generated 7.2 billion kilowatt-hours of electricity quarterly in the first half 
of this year. Their electricity output in the first half of this year was 215 
million kilowatt-hours--3.08 percent more than in the corresponding period of 
last year. They fulfilled more than half of their quota for electricity output 
in the first half of this year. [HKO30902 Zhengzhou Henan Provincial Service 
in Mandarin 1100 GMT 8 Jul 81} 


LIAONING POWERPLANTS--Hydropowerplants under the northeast power grid had preful- 
filled their annual output plans by 1 August, increasing power output by 26 
percent over 1980. [Shenyang Liaoning Provincial Service in Mandarin 1100 GMT 


6 Aug 81] 


NEI MONGGOL COAL MINE--A new open-cut colliery with an annual capacity of 1.2 
million tons was recently constructed and put into operation in the mining area 
of Wuhai Municipality, Nei Monggol. Verified coal reserves are 91 million tons 
and workable reserves 78 million tons. [SK091215 Hohhot Nei Monggol Regional 
Service in Mandarin 1100 GMT 8 Aug 81] 
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HETLONGJIANG POWER CONSTRUCTION-—-Harbin, 27 Jul (XINHUA)-—-Two major thermal power 
plants are under construction in Heilongjiang Province. Generating units with a 
otal capacity of 400,000 kilowatts are to be installed this year, accounting for 
40 percent of the country's total, according to the provincial power department. 
One plant, in Hulan Ergi, southwest of Qiqihar, will have a capacity of 600,000 
kilowatts, and will be the biggest in western Heilongjiang. A 100,000-kilowatt 
generating unit went into operation recently at the other plant, in Mudanjiang 
City. Supplementary projects, including a 220,000 volt transmission line linking 
the power grid in eastern Heilongjiang and Harbin and a 400-kilometer-long 220,000 
volt transmission line linking Hulan Ergi, Daqing oil field and Harbin, are also 
under construction, the department said. The plants will help reduce electric 
shortages in Heilongjiang, one of China's major industrial and grain-producing 
centers. [0W031441 Beijing XINHUA in English 0219 GMT 27 Jul 81) 


HENAN OIL ECONOMY MEETING--The Henan provincial flood control command, the provin- 
cial agriculture committee, the provincial agricultural machinery bureau, the 
provincial commerce department, the provincial supply and marketing cooperative 
and the provincial petroleum company recently held a joint on-the-spot meeting in 
Xuchang on economizing on diesel oil in the rural areas. The meeting pointed out 
that the province now has some 61,000 large and medium-size tractors, some 120,000 
hand-held tractors, some 540,000 diesel engines, some 7,900 generator assembling 
units, some 6,400 motor vehicles for agricultural use and some 16 million horse- 
power of power-driven machinery for agricultural use. The amount of diesel oil 
consumed only by this power-driven machinery last year accounted for 73.7 percent 
of the total amount of diesel oil consumed by the whole province last year. A 
fairly large number of agricultural machines leaked. The investigation revealed 
that some 6,000 metric tons of diesel oil leaked from large and medium-size 
tractors every year. The meeting demanded that the province teach the masses to 
save diesel oil, establish oil economy leadership groups at all levels, implement 
the system of being responsible for a task until it is completed with the supply 
of a fixed quantity of oil, sum up progressive experience in saving oil, carry out 
technical innovation and reduce the consumption of oil to a minimum. [HK030908 
Zhengzhou Henan Provincial Service in Mandarin 1100 GMT 8 Jul 81] 
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MINERAL RESOURCES 


BRIEFS 


JILIN GOLD F \CAVATION--By the end of June, Yanbian Korean Autonomous Prefecture, 
Jilin Province, had excavated 2,206 liang of gold, 13 times that of the corresponding 
1980 period. [SKO70540 Changchun Jilin Provincial Service in Mandarin 1100 GMT 

5 Aug 81] 


LIAONING GOLD PRODUCTION--Between the beginning of 1980 and 15 July 1981, the 
(Xingyongjiazi) commune of Chaoyang County in Liaoning Province produced 4,079 
liang of gold and achieved an income of over 1.6 million yuan. [SKO72304 Shenyang 
Liaoning Provincial Service in Mandarin 1100 GMT 5 Aug 81] 
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PRC JOURNAL ON SUBSTITUTING TAXES FOR PROFITS 
HK190528 Beijing JINGJI GUANLI in Chinese No 6, 15 Jun 81 pp 44-47 


{Article by Shanghai Light Industry Machinery Corporation: "Do A Good Job of 
"Substituting Taxes for Profits’ and Promote Production Increase and Income 
Increase"--passages within slantlines denote beldface] 


[Text] The Light Industry Machinery Corporation of Shanghai (hereafter, the 
acronym LIMC is used) is a trial point authorized in 1980 to try out “substituting 
taxes for profits and assuming responsibility for one's own profits and losses." 
LIMC was also changed from an administrative corporation to an enterprise corpora- 
tion. The following is a general picture of what happened to the corporaticn as 
a trial point in a year's time. 


(1) 


LIMC originally had 40 plants. It is a specialty corporation with light industry 
machines ~ its main product line. Among its products are paper-making machines, 
printing presses, centrifugal pumps, pharmaceutical machines and so on, which can 
be divided into 25 main categories comprising some 420 products. With the convoca- 
tion of the 3d plenary session of the llth Party Central Committee in 1979, LIMC 
regained its historical record-high levels in most of its major technical and 
economic indicators. 


For 1980, the main content of the experimental program was “substituting taxes 

for profits" (for the sake of brevity, we call it “tax reform" hereafter), which 
was a reform in financial management. As practice indicates, this reform has 
played an important role in giving play to the inner motivating forces of the 
enterprise, arousing the initiative of the basic-level cadres and masses in 
developing production as well as in increasing production and income, promoting 
improvement of business management of the enterprise, tapping potential, improving 
economic results and guaranteeing the increase of state revenue as well as its 
constancy and timeliness. The major technical and economic indicators of the 
corporation in 1980 were furthered developed and improved in comparison with 1979. 
Total output increased 13.6 percent over the previous year's figure. The total 
value of products for civilian use increase’ 11 percent as compared with the previ 
ous year. As for quality of performance, there were 15 gisde one products accordin: 
to the assessment of the bureau in charge and 35 such products according to the 
assessment of the corporation. There were three excellent performance plans and 
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all were successfully completed, and 96.96 percent of the product contracts were 


production costs of comparable products decreased by 2.65 percent (after removing 
the factor of the price increase of raw materials), and the turnover of the circula- 
tion fund quota was reduced by 13 days. 


Due to the development of production, the reduction of costs and the increase of 
profits, the results of more revenues for the state, larger profit share for the 
enterprise, and more income for the staff and workers have been achieved. Of the 
total accumulation of the enterprise for that year, 85.1 percent went to the state 
and 14.9 was kept by the corporation as profit share. Of the incremental accumula- 
tion over that of the previous year, 55.3 percent went to the state and 44.7 percent 
was kept by the corporation as profit share. The state's revenue from the corpora- 
tion increased nearly 10 percent in comparison with the previous year, and profit 
shares of the corporation increased almost 70 percent (comparisons made according 
to comparable specifications). 


Of the profit share, 41 percent went to the production development fund which 
increased the most correspondingly, both the welfare fund and bonus fund increased. 
On the average, the bonuses for all the staff and workers of the corporation 
increased 24.7 percent as compared with the previous year. The above-mentioned 
facts indicate that the direction of “tax reform" is a correct one, and its effec- 
tiveness has been obvious. 


(II) 


The “substitution of taxes for profits" means that instead of making the original 
payment to the state treasury in the form of taxes and profits, the enterprise 
makes a unified payment of five taxes (industry and commerce tax, real estate tax, 
license tax for vehicles and boats, regulation tax for income and earnings tax) 
and two fees (the fee for keeping fixed funds and the fee for keeping circulation 
funds). As an enterprise, LIMC operates on the basis of unified control and 
independent accounting for all levels, as far as its financial system is concerned. 
The corporation operates on the basis of independent accounting, as do its plants. 
The tax reform experimental program takes the 40 plants as an entity. According 
to specific provisions, the real estate tax, license tax for vehicles and boats, 
industry and commerce tax, and income regulation tax are to be paid directly by 
the plants, while the earnings tax is to be paid in advance by the plants and 
collected and settled by the corporation. Then the two fees are to be paid by 
the corporation out of profits after taxes, and the remaining net profit share is 
to be kept by the corporation and divided among the three funds according to set 
ratios. The purpose of making such rules is: (1) to ensure that the production 
development fund set aside from the profit share can te used in a relatively 
centralized way on important concerns of the industry such as technological 
improvements and environmental protection; (2) to enable the corporation to take 
responsibility for managing the welfare and bonus funds, and to resolve the problem 
of income disparity as well as other problems in order to give full play to the 
proper role of the headquarters of the corporation. 
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completed. In comparison with the previous year, profits increased by 17.2 percent, 


—— 





Irn light of the above-mentioned requirements, the corporation has formulated the 
temporary measure of “profit sharing” to be followed by the piants. The following 
are the important points of the measure: 


(1) //Internal distribution in relation to delegation of authority:// Regarding 
delegation of authority, in principle, authority already vested in the plants is 
mot to be taken back by the corporation. The authority of the plants can only be 
expanded and not reduced. The additional authority given to the corporation is 
to be gradually delegated to the plants in accordance with the prevailing circun- 
stances. Regarding the three funds, most of the welfare and bonus funds are to 
be kept by the plants, and 40 percent of the production development fund is also 
to be kept by the plants. As for the remaining part, it is to be kept by the 
corporation, unified arrangements are to be made, and use of these funds by the 
piants is available at a cost. Besides, the retained portion of basic depreciation 
is increased by 10 to 20 percent (Jarge plants may retain 60 percent and small 
plants 70 percent) so that there is a corresponding increase of authority to use 
the plant renovation and transformation fund. 


(2) //The measure for distribution shoul” be designed to encourage to the maximum 
the initiative of the staff and workers of the plants.// In 1979, just as the 
profits of the various plants differed so also did the retained profit shares. 

On these grounds, in regard to the staff and workers welfare and bonus funds set 
aside respectively by the various plants, instead of adopting a unified approach 
for all plants by directly correlating the profit share with earnings, the method 
of integrating the fixed profit share and the proportionate profit share was 
implemented. 


The actual way of doing this is as follows: The corporation examines and fixes 
the respective earnings base (profit minus the regulation tax) and the profit 
share base. Of the profit share base, the equivalent of 11 percent of total wages 
is set aside as the welfare fund, and 8 percent of the average standard wages of 
staffs and workers is set aside as the bonus fund. Both are taken as fixed shares 
and set aside monthly without being affected by fluctuations in earnings. The 
rest of the profit share base (the total profit share base minus the fixed share) 
is to be examined severally, and 4 share rate is to be fixed based on the earnings 
base, known as the proportionate profit share. The fixed share and the propor- 
tionate share are to be evaluated and set aside. This provision will enable those 
plants with lower earnings than in 1979 to suffer less from the effects on their 
profit shares and to project their profit shares from excessive decline. 





(3) //Those plants which had earnings in excess of the 1979 base were restrained 
to a certain extent in regard to their fixed shares.// In order to remedy these 
adverse effects and to arouse their initiative, these plants can set aside an 
above-quota profit share. In consideration of the necessary distinctions to be 
made in regard to the subjective and objective factors in business management of 
the plants and the differences of their respective 1979 bases, readjustments have 
been made to the above-quota profit shares of certain plants tc make their share 
higher or just a little higher than the normal share so as to resolve the problem 
of unequal distribution. 





(4) //With the passage of the distribution measure, plants that had higher profit 
shares were protected from acquisitions by the state. As for the small number of 
plants that had lower profit shares in comparison with the previous year for objec- 
tive — the corporation gave them subsidies out of the collective reserve 
funds. 


(5) //Payment of the fees for the corporation's keeping the two funds does not 
imply that the corporation assumes sole responsibility.// After the verification 
and assessment of assets and supplies in 1980, if the state funds kept by the 
various plants were shown to have increased or decreased, corresponding changes 
were made with respect to their profit share. 


This temporary measure will remain unchanged for 3 years, and all the units con- 
cerned are requested to make trial calculations in accordance with the tax refors. 
In the meantime, the corporation's "finance and accounting department may make 
temporary rules for accounting matters” and specified special forms for monthly 
profit reports. All these measures are to be carried out in a unified manner 
within the system of the corporation. 


(III) 


The three striking changes in the corporation and its plants following the experi- 
mental program were: 


(1) //Accompanying the relatively independent economic benefits for the enter- 
prises, the motivation of the staff and workers to increase production and income 
was greatly heightened. // 


The “tax reform" measure ascertains the definite ratios for the distribution of 
earnings of the corporation by way of “fixing the proportions.” According to the 
tax reform program and the stipulations made by the corporation regarding distri- 
bution of profits, if the tasks of the plant being roughly known, it is possible 

to calculate the profits of the plant and the bonus for the staff and workers 

after tax payments. In comparison with the profit-sharing measure, the plant has 
the advantage of not having to worry about making excessively large increases in 
production and income in the current year, which may form a large base detrimental 
to future benefits. This is most obvious in the changes of plants operating up to 
the capacity. Take the Shanghai machinery factory for making plastics as an 
example. Its profits amounted to 1.64 million yuan in 1979. At the beginning 

of 1980, 1.8 million yuan was reported as the planned target for profits. According 
to the regulations of the enterprise funds, the max.eum bonus level was reached, 
and chere was no incentive for tapping potential, even though there was some room 
for it. After the implementation of the “tax reform,” the concern about unfavorable 
profit shares resulting from “linking rations” was eliminated, and the motivation 
to increase income for tapping potential was greatly enhanced. The actual profits 
for 1980 topped 2.67 million yuan, an increase of more than 50 percent coupared to 
the previous year, and an increase of 48.33 percent over the originally planned 
target. For another example, certain factories were in difficult positions with 
respect to increasing production and income. In 1980 they were facing the unfavor- 
able prospect of price decreases for their products and price increases for raw 











materials; hence their concern about a drop in profits and decline of profit shares 
and bonuses for their plants. For a time, their initiative for increasing produc- 
tion and income was hampered. After the “tax reform,” they realized that the 
increase of income meant increare of profit share, and the larger the increase of 
income, the larger the profit share. They delved into their actual circumstances, 
repeatedly made careful calculation of their accounts, and found a definite direc- 
tion and targets for themselves. This aroused their initiative to increase produc- 
tion and income. The Shanghai battery-making machinery factory rallied the masses 
and took the measure of producing more parts, making savings on funds, reducing 
costs, promoting contests, carrying out extensive renovation, improving the oonus 
system and so on. On this basis, increase of production and income was also 
achieved. Profits made that year surpassed the planned target by 60 percent and 
more than doubled in comparison with those of the previous year (all items calcu- 
lated in comparable terms). In addition, there was a small number of small 
factories whose profit levels were affected by objective factors such as variations 
in product variety and insufficient production tasks. The profit targets assigned 
them by the corporation were lower than those of the previous year, and they lacked 
enthusiasm. After implementation of the tax reform, they were still beset with 
worries. However, timely studies were made by the corporation. In the spirit of 
the relevant documents issued by the State Council, the following measure was taken 
valid only for the year 1980 for tue benefit of these factories: If the planned 
targets were achieved, bonuses would be kept at the previous year's level; if above- 
quota profits were made, above-quota profit shares would be given. (All these funds 
to remedy the problem of gaps were taken from the collective funds in the custody 
of the corporation, and the other plants were not affected with respect to their 
due share.) As this supplementary measure made clear the target to strive for and 
the corresponding benefits to be gained, under the guidance of the factory the 
initiative of the broad masses of the staff and workers was accordingly aroused. 


That factories with differing conditions can achieve the end of increasing income 
all the same demonstrates that since the "tax reform,” experiment, the economic 
responsibility, efficiency and benefits of the plant and those of the staff and 
workers have been brought more closely together. The plants are no longer worried 
about “flogging the fast"! nor are they worried about a rise of profits not being 
followed by corresponding increases in bonuses. Furthermore, by making calculations 
they can know the amount of corresponding economic benefits brought about by the 
economic results achieved as well as how to achieve better economic results in 
order to strive for greater economic benefits. In comparison to the situation 
prior to the ex eriment, it certainly can be said that the self-motivation has 

been enhanced and the initiative to increase production and income has been greatiy 
heightened. 


(2) //Attention is generally being paid to market sales by the enterprises, 
economic budgeting and control are being emphasized, bonus plans improved, and 
efforts made to tap potential in business operations and management to bring 
‘bout income growth. // 


As estimated in terms of the 1979 sales profits rate of LIM, keeping the state 
funds in use at a constant level, from now on, one-third increased profits as a 
result of increased production and income and one-half of the increased profits 











due to redu:tion of costs can be retained by the enterprise. If the state funds 
in use are reduced, the savings as a result of cutting expenses in this aspect 
will all gc to the enterprise. Im order to achieve better economic results, great 
attention has been paid to business operations and management by the corporation 
as well as by the plants. First of all, a business service department has been 
set up in the headquarters of the corporation, and the sales personnel of the 
various plants have been organized and a team of 70 specialists set up to under- 
take market surveys and to ensure good market forecasts. At present, integrated 
sales organizations have been set up in Hangzhou, Wuhan and other places. The 
preliminary research report of the corporation has indicated the direction and 
target for product replacement and renewal and development of production variety 
as the means to enhance its predominance in the production of light industry 
machinery. With regard to overall quality control, effectiveness has been achieved, 
first with regard to spare parts and then with regard to complete machines. The 
precision of production assembling, the efficiency of assembling, and the capacity 
of complete machines have been enhanced. With regard to economic accounting and 
the problem of integrating value analysis and value engineering, the corporation 
has conducted two training courses successively. The first group of plants in 
which economic accounting was introduced has already seen the effects the four 
other plants which tried value analysis in order to reduce production costs have 
also achieved some good results. In 1980, the planned number of manhours devoted 
to the products of the corporation as a whole was reduced by 1.7 million hours, 
and hourly labor costs per machine were reduced by more than 10 percent compared 
with the previous year. 


In order to further enhance the incentive of the staff and workers, to produce 

and to save, theplants made serious studies regarding the allocation of bonuses, 
some new methods were adopted, bonuses were correlated with economic performance 
of the producing departments as well as with the individuals so that the principle 
of distribution according to work could be implemented and egaltarianism be over- 
come. For example, in the case of the synthetic plates plant, the bonus system 
was used flexibly and encouragement was given in numerous ways, thereby yielding 
good results. In the case of above-quota production bonuses for hot pressed plates, 
profits increased by 100,800 yuan in 9 months, and a bonus of 420 yuan or 0.4 per- 
cent of the profits was granted to the participating workers. In the case of key 
tasks such as machining the pedestals of hot grinding machines, bonuses were granted 
to three workers in the total sum of 25 yuan only. In return, a solution was 
found for the problem of progress in material processing and the loss of 1,000 yuan 
that could be incurred in melting was averted. In addition renovation, savings, 
security, quality and so on were greatly encouraged, and good economic results 
were achieved. The Huai Hai [3232 3189] casting factory implemented a bonus 
system of three fixes (fixed person, fixed output and fixed bonus), two guarantees 
(guarantee of production and quality) and one clearing (clearing of daily tasks) 
for its sand-clearing group and has achieved the end of strengthening production 
and economic responsibility system in the group. In the first month of trying out 
the system, production exceeded the planned target by 10 percent. This put an end 
to the passive situation of the sand-clearing process lagging behind which caused 
overstocking of unfinished products. As a result, castings were delivered on time. 
This not only accelerated the inflow of funds but also satisfied the needs of 
customers with respect to completing sets of equipment. There were 10 comrades 
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in the group. An extra bonus of 37.62 yuan was granted, and overtime pay was 
reduced by 197 yuan for that month. So the outcome was beneficial for the factory, 
individual workers and the customers. 


(3) //With the implementation of profit-sharing as a result of internal accumula- 
tion, the enterprises have more funds at their disposal to deal with certain urgent 
needs and problems. // 


In the meantime, as a result of the distribution of funds, the sense of responsi- 
bility to pay taxes in accordance with tax codes has been heightened, and the 
collection of government revenues has been stasier, more reliable, and timelier. 
As the enterprises are maintaining the production development fund, the basic 
depreciation fund no longer has to be turned over to the financial authority of 
the state and can be used according to plans for developing potential, carrying 
out renovations aud transformations as well as developing products in short suppl7 
and trial-producing new products. Besides, this fund can also be used in tackling 
the three waste products and reconstructing dilapidated buildings. Furthermore, 
the welfare fund from the profit-sharing may have a credit balance after regular 
expenses have been paid. This can be used to construct housing for the staff and 
workers. 


While the profit shares of enterprises are to be accounted for and set aside, 
emphasis is also given to the recognition of tax laws. Originally, taxes paid 

by the corporation's plants comprised only 15.8 percent of the total funds turned 
over to the state. As a result of poor operation and management of the plants 

or of the misallocation of funds, payment of profits to the state was often in 
arrears. This was detrimental to the inflow of state revenues. After the adoption 
of “substituting taxes for profits," corporations that were in arrears in the pay- 
ment of profits to the state were liable for penalty payments as stipulated by 

law, and such penalty payments were not allowed to be included as part of the costs. 
This stipulation impelled the enterprises to abide strictly by the tax laws and 

to improve management of their funds. Since the implementation of the experimental 
program, paymits in arrears of profits to the state have been eliminated on the 
whole, and the inflow of state revenues has been timely. At present, with the 
exception of the earnings tax, the four taxes and two fees due to the state from 
the enterprises, which amount to 64.4 percent of the total, are not affected by 

the performance of the enterprises and fluctuations in their costs. This further 
ensures the stability of the inflow of state revenues. 


(IV) 


Practice indicates that achieving notable results was also accompanied by the 
emergence of many problems awaiting improvement and investigations. The following 
are the more serious ones: 


(1) //"Enterprises' resvonsibilicy for their own profits and losses" has not beea 
chieved in name nor in reaiity.// 


Up to now, LIMC has been conducting the experiment according to the tax reform plan 
authorized by the Ministry of Finance, in which the requirement that enterprises 
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take responsibility for their own profits and losses as stipulated by the state 
economic commission is not included. As a consequence, the enterprises have been 
considering whether to select a larger profit share or a smaller one. No considera- 
tion has been given to what should be done in the case of losses. If losses do 
occur, the worst that could happen would be the halting of bonus payments and an 
unfavorable effect on welfare. Government subsidies can still be counted on to 
tide over the losses. If “taking responsibility for losses" falls on the LIMC, 

it will lack the necessary conditions to achieve this end. The reason is that 

with the exception of financial power which has been expanded, every little chenge 
or practically no change has occurred with regard to the powers relating to supply, 
production, sales, personnel, other materials and so on in the experiment. If an 
enterprise can neither run its own business independently with a free hand nor 
administer the necessary rights of management within the enterprise, naturally it 
cannot take up the responsibility for bearing business losses. For this reason, 
the corporation is pleading with its superiors at all levels to give them support 
in the realization of the due delegation of power as stipulated by the relevant 
documents issued by the State Council in 1980, in order to create the appropriate 
conditions for the enterprises to “take responsibility for losses." 


(2) //As the distribution plan of the state and the enterprises uses 1979 as the 
base, and in the situation of growing market competition, the enterprise that is 
used as a trial point finds itself in unfavorable position.// 


In 1979, LIMC reaped ‘he largest profit; the corporation scored a profit rate on 
sales amounting to more than 25 percent. Profits must be maintained at this lewel 
henceforth to put the corporation in an acvantageous position. Beginning with the 
second quarter of 1980, the machinery industries all over the country turned towards 
the production of light industry products, thereby intensifying market competition. 
Pricing is an important aspect of competition. In the case of products with high 
profit rates, factories not enlisted in the experimental program were in a position 
to sell at lower prices, as they were not encumbered by the restriction of a high 
base. On the contrary, if LIMC were to lower their prices in order to be competi- 
tive, its profit share would have been adversely affected. This unreasonable 
situation faced by plants undertaking the experiment has not been dealt with so 
far. Obviously, the plants taking part in the experiment find themselves in a 
disadvantageous position when they compete with plants not participating in the 
experiment. 


(3) //The income regulating tax correlated with the volume of sales is detrimental 
to the development of new products.// 


Generally speaking, the costs of new products under trial production or small- 
batch production are comparatively high. Since their selling prices are to be 
pegged at a high level, their profits are bound to be low. Accordingly, an income 
regulating tax comparable to that of old products should not be levied on them. 

So far no immunity has been granted to the manufacturing of new products with 
respect to the income-regulating tax. in the case where the profit rate of a 
product for sale on a trial basis is lower than the income regulating tax rate, 
the enterprises will be reluctant to develop new products in order to avert 
business losses. Without the development of new products to carry on the process 
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of replacement and renewal and the development of new varieties in order to meet 
the needs of the society, in the end, the market will be lost and the development 
of production hampered. This will be detrimental to the interests of the state, 
the enterprises and the individuals. Therefore, application of the income regu- 
lating tax shculd be made more lenient. For example, immunity should be given to 
products for sale on a trial basis and reductions should be granted for products 
for export and low-priced products as well as for those products liable to the 
increase of overall enterprise accumulation after cutting their prices. Im this 


way, the income regulating tax will be able to better play its role as an economic 
level. 
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INDUSTRY 


BRIEFS 


JIANGSU LOCAL INDUSTRY--Nanjing, 8 Aug (XINHUA)--The total value of products 
turned out by various enterprises run by communes and production brigades in 
Taicang County, Jiangsu Province, reached 97.04 million yuan during the period 
from January to May this year, an increase of 29 percent over the same period last 
year. The total value of consumer goods produced by various enterprises in the 
county since the beginning of this year has reached more than 61 million yuan, an 
increase of 14 percent over the same period last year. [Beijing XINHUA Domestic 
Service in Chinese 0105 GMT 8 Aug 81] 


SHANGHAI TV SETS--Production of television sets in Shanghai increased from 140,000 
in 1979 to 710,000 in 1980. Production in 1981 is expected to exceed 900,000 units. 
[OW111109 Shanghai City Service in Mandarin 1130 GMT 9 Aug 81] 
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JILIN INDUSTRIAL OUTPUT--The industrial output value of Jilin's first light indus- 
trial enterprises in the first 7 months of 1981 was 1.27 b*'lion yuan, an increase 
of 10.1 percent over the corresponding 1980 period--62.3 percent of the annual 
plan. Of the 54 major products, 41 increased in output. Other products in short 
supply also markedly increased. Bicycles increased 39.1 percent; sewing machines, 
28 percent; wristwatches, 51 percent; clocks, 28 percent; sugar, 45.7 percent; 

and beer, 18 percent. Textile products such as cotton yarn, cotton cloth, printing 
and dyeing cloth, chemical fibers, knitted goods, and woolen goods also increased 
slightly over the corresponding 1980 period. [SK150930 Changchun Jilin Provincial 
Service in Mandarin 1100 GMT 14 Aug 81] 


FUJIAN INDUSTRIAL PRODUCTION--As of the end of July workers on the industrial 

front in Fujian Province fulfilled 58 percent of the annual production tasks in 
terms of total output value, increasing by 3.3 percent as compsred with the same 
period last year. They fulfilled 60 percent of the annual quota for light industry 
products. Light industry products now account for 65.3 percent of the total 

value of industrial production in the province. During the first 7 months of this 
year bicycle production increased by 150 percent as compared with the same period 
last year, radios increased by 190 percent and sewing machines increased by 45.5 
percent. [0W150302 Fuzhou Fujian Provincial Service in Mandarin 1120 GMT 14 Aug 81] 


NEI MONGGOL BRASS FOUNDRY--A new brass foundry, the first of its kind in Nei 
Monggol, was put into operation in Hohhot 30 July. The production capacity of 
this foundry is 1,000 tons and annual output value is expected to be 700,000 yuan. 
The state invested 250,000 yuan in building the foundry, expecting to earn this 


sum back in 1 year. [SK091215 Hohhot Nei Monggol Regional Service in Mandari 
1100 GMT 8 Aug 81] ” : : 
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GUANGDONG INDUSTRIAL OUTPUT VALUE--—Since the beginning of 1981, industrial produc- 
tion in Guangdong has set new records every month. The province's gross industrial 
output value has now fulfilled 51 percent of the plan for the whole year, showing 
an increase of 11 percent compared with the corresponding period in 1980. The 
output of 21 kinds of consumer goods increased considerabiy. Output of bicycles 
increased by 25.2 percent, sewing machines by 15.6 percent, watches by 23.1 per- 
cent, television sets by 278.7 percent, radios by 88.9 percent, recorders by 89 
percent, electric fans by 417.7 percent, washing machines by 207.2 percent, 
electric meters by 56.3 percent amd cameras by 58.4 percent. Output of sugar, 
cigarettes, leather and furniture also increased tremendously. In 1981, a number 
of heavy industrial enterprises were shifted to production of consumer goods. In 
the first 6 months, the proportion of output value of light industry in relation 
to all industries increased by 16.9 ercent. [HK180840 Guangzhou Guangdong 
Provincial Service in Mandarin 1000 GMT 9 Jul 81] 


SICHUAN LIGHT INDUSTRIAL PRODUCTION-—-The No 2 light industry system's enterprises 
in Sichuan Province incurred serious losses in the big floods. According to 
incomplete statistics, 17 percent of the total number of enterprises suffered 
floods; 396 enterprises were seriously affected and their factory premises and 
main equipment were basically damaged. By 27 July, 81 percent of the affected 
enterprises had wholly or partially restored production and 221 of them had 
reached the level of production before the floods. [HK120500 Chengdu Sichuan 
Provincial Service in Mandarin 2300 GMT 2 Aug 81] 
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CONSTRUCTION 


BRIEFS 


NONPRODUCTION INVESTMENTS--Beijing, 29 Jul (XINHUA)--Investment in nonproduction 
projects in the first half of this year remained the same as the corresponding 
1980 period though China greatly curbed the scale of capital construction this 
year, according to the State Capital Construction Commission. Between January 
and June 1981, investment in workers’ housing was 3,000 million yuan, a slight 
increase over the same period of 1980. The proportion of housing investment to 
total capital construction investment rose from 18.5 percent during the first 
half of 1980 to 23.6 percent in the 1981 January-June period. Construccion of 
74.45 million square meters of housing was started in the period, and 10.89 
million square meters of floor space were completed, the same figures as the 1980 
period. The state spent more than 800 million yuan on urban public utilities. 

A total of 259 cold stores are now under construction, and 36 wire completed in 
the first 6 months of this year. [Beijing XINHUA in English 0715 GMT 29 Jul 81] 


JILIN RURAL HOUSING--Changchun, 24 Jul (XINHUA)--To expedite rural housing con- 
struction, Jilin Province recently appropriated 1,000 dun of steel, 10,000 dun of 
cement, 3,000 cubic meters of timber and 40,000 cases of glass panes from surplus 
materials of capital construction projects. To support rural housing, the provin- 
cial construction committee and the various prefectural, municipal and county 
capital construction departments trained more than 1,000 building technicians and 
designed over 400 layouts of houses for the rural areas. [0W031441 Beijing 
XINHUA Domestic Service in Chinese 0137 GMT 24 Jul 81) 
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DOMESTIC TRADE 


BRIEFS 


GUANGDONG MATERIALS EXCHANGE FAIR--Recently, a materials exchange fair was held 

in Huaiji County by 11 counties in mountainous areas in the border regions of 
Guangdong, Guangxi and Hunan. The total volume of business done in the 5-day fair 
amounted to 33 million yuan. The 11 counties are Huaiji, Fengkai, Lianshan, Lian, 
Liannan, Fuchuan, Zhongshan, He, Jianghua, Dao and Jiangyong counties. Early in 
1963, they had organized materials exchange activities in their economic zone; 

and each of the counties would host a materials exchange fair every year by rota- 
tion. However, the fair was forced to be suspended for 10 years during the Great 
Cultural Revolution. It was resumed in 1977. [HK120446 Guangzhou Guangdong 
Provincial Service in Mandarin 1000 GMT 13 Jul 81] 
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FOREIGN TRADE 


BRIEFS 


LIAONING PORT EXPORTS--Dalian, 27 Jul (XINHUA)--Dalian, Liaoning Province, one of 
the country's biggest ports, handled export goods worth 1,918.3 million U.S. dollars 
during the first 6 months of this year, a port spokesman said today. He said the 
amount represents a 3.1 percent increase over the same period last year. During 
the January-June period, the spokesman said, an increase was registered in exports 
to Japan, Hong Kong and Macao. Exports to the United States were down because of 
reduction in crude oil exports. Goods to Japan totalled 1,227.4 million U.S. 
dollars, 16.5 percent more than that of the same period last year, and 64 percent 
of the total export volume, the spokesman said. The export of shelled peanuts, 
gunnysacks, gym shoes and aluminum alloy ingots increased three to seven times. 
According to the spokesman, goods from Dalian went to more than 140 countries and 
regions, including Britain, Japan, Romania, Sweden, the United States, and Hong 
Kong and Macao. [0W031441 Beijing XINHUA in English 0222 GMT 28 Jul 81) 


CSO: 4020/235 








TRANSPORTATION 


BRIEFS 


LIAONING RAILWAY REPAIRS--The task for rushing to repair tracks damaged by floods 
on the railway line linking Shenyang and Dalian has been completed. By 1900 on 

4 August, both Shenyang and Dalian railway stations had restored service. 
[SKO72304 Shenyang Liaoning Provincial Service in Mandarin 1100 GMT 5 Aug 81] 


SICHUAN COMMUNICATIONS, TRANSPORT--Since the beginning of this year, the staff 

ind workers of Sichuan's communications and transport departments have actively 
strived to increase production, practice economy, increase income and economize 
expenditures. Under the conditions of the short supply of fuels and insufficient 
task assignments, they overfulfilled in the first 6 months the volume of freight 
transport, the rotational volume of freight transport, the volume of passenger 
transport, the rotational volume of passenger transport and realized a profit of 
32.94 million yuan, fulfilling the task to deliver profit to the state. [HK120500 
Chengdu Sichuan Provincial Service in Mandarin 2300 GMT 11 Jul 811 


TRANS-TIANSHAN-MOUNTAINS HIGHWAY--Urumqi, 2 Aug (XINHUA)--Officers and men have 
completed a 560-kilometer-long highway across the Tianshan Mountains, the first 
of its kind in China. Asphalt is being poured to surface the new highway, and the 
last tunnel is still being driven. The project is undertaken by a unit of the 
construction corps of the people's liberation army to improve the road transport 
between the northern and southern parts of Xinjiang separated by the Tianshan 
Mountains. Usually it takes 4 days to travel by truck taking a roundabout route 
from Urumqi or from the Ili Valley. The time will be greatly cut after the new 
road is opened to traffic, and the dense forests, the vast pastures and the buried 
deposits in the area will be better utilized. [0W031443 Beijing XINHUA in English 
9238 GMT 2 Aug 81) 
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GENERAL 


NATIONAL SYMPOSIUM HELD ON MINERAL ENVIRONMENTAL RADIATION 
Beijing GUANGMING RIBAO in Chinese 13 Jul 81 pl 


Article by GUANGMING RIBAO correspondents Lin Yushu /2621 3768 28857 and Zhou 
Zhumou /0719 3137 61807: “Gratifying Progress in Mineral Environmental Radiation 
Research in China~-First National Academic Discussion on Mineral Environmental 
Radiation Held in Beijing"7 


{Text7 Gratifying progress has been made in mineral environmental radiation research : 
in China, and a scientific and technological contingent of a fairly high level is | 
now in existence. For many years this contingent has undertaken a great deal of 

scientific research on uranium mines and associated radioactive minerals with con- 

Siderable success. 


First, research onthe methods of, and equipment for, ventilation and radon reduction 
in uranium and other types of mines in various aspects. This has not only solved the 
problem of ventilation, radon reduction and radioactive pollution control in these 
mines, but has also produced many comprehensive measures for air circulation, air- 
tightness and the control of radon separation suitable for the specific conditions in 
China. Particularly noteworthy is the method of pressurized air circulation whereby 
radon density is reduced by more than 90 percent when the wind force is reduced by 
two-thirds. 


Second, new methods of and equipment for radon measurement. The balloon method for 
speedy measurement is now in popular use, while the activated charcoal filter paper, 
the portable KF-601 radon-thorium instruments and other similar equipment are well 

received because of their speed, accuracy and simplicity. 


Third, the production of material for protective layers against radon. After extensive 
laboratory tests and on-the-spot investigations, the workers engaged in mineral 
environmental radiation successfully manufactured a new type of antiradon plastic 

in 1970. Popular use of this plastic has shown that it is 83 percent effective in 
checking the diffusion of radon gas. 


Fourth, some new breakthroughs in the study of occupational diseases from mineral 
radiation. In the spirit of cooperation, scientific workers have conducted thorough 
investigations of the causes of occupational diseases among miners and pointed out 
the harmful effects of radon and arsenic onthe human body. Their views are of great 
practical significance and theoretical value. 
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The first national academic discussion on mineral environmental radiation was held 

in Beijing from 29 June to 5 July to sum up the experiences and to promote future 
work, during which 110 scientific and technological workers submitted 103 papers. 
Wang Ganchang /3769 3227 24907, head of the Special Group for the Study of Controlled 
Nuclear Fusion and vice minister of the Second Ministry of Machine Building; and Su 
Hua, vice minister of the Second Ministry of Machine Building, spoke at the meeting. 
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GENERAL 


PRC JOURNAL ON ORIGIN, DEVELOPMENT OF CORPORATIONS 
HK220651 Beijing JINGJi GUANLI in Chinese No 6, 15 Jun 81 pp 48-50, 55 


[Article by Yu Xingmin [0151 2450 30’5]), Guan Bai [7070 4101], and Sun Zhibo [1327 
2535 6886]: “Origin and Development of Experimentally Run Corporations of Enter- 
prises Nature in Tianjin"--note passages within slantlines denote boldface type] 


[Text] The reform of the economic management system is a matter of prime importance 
concerning the success or failure of the four modernizations, and concerning which, 
no matter whether in theory or in practice many subjects are awaiting exploration. 
In the process of economic readjustment, with the expansion of enterprise autonomy, 
how economic integration is to be promoted and corporations of an enterprise nature 
are to be set up constituces a new problem worthy of immediate investigation. In 
the following, we present our preliminary viewpoints regarding some aspects of this 
problem in connection with Tianjin. 


I 


During the 30 odd years since the founding of the PRC, corporations of various 
types in their capacity as a form of organization have played important roles in 
strengthening economic management and developing production. Just after libera- 
tion, there were three types of corporations in Tianjin: corporations of a 
bureaucrat-comprador nature such as the China Textile Corporation, corporations 
using foreign capital such as the Yizhong Tobacco Company, and local privately 
owned corporations such as the Renli Company (with affiliated factories manufac- 
turing woolen textile products, carpets, egg powder, and so on). These corpora- 
tions made up the industrial foundation of Tianjin during the early period after 
liberation. With the advent of the socialist transformation of private industry 
and commerce, and the readjustment and reorganization imposed on industries by 
the state, more than 30 corporations of an administrative nature were set up in 
1956 and instituted as representative organizations of the municipal government. 
In 1958, the corporations were delegated to various districts. As a consequence, 
the channels for cooperation were upset and thrown inte disorder, and the function 
of the corporations underwent changes. In the early 1460's, a number of cities 
had the experience of setting up trial “trusts” of various kinds. Specialized 
"trusts" of Tianjin covering the field of machine tool instruments, papermaking, 
dyes, plastics, and so on, made helpful contributions to economic restoration and 
development. It is understandable that due to lack of experience the trial under- 
takings of such trusts could not but give rise to certain problems. However, in 
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the “Great Cultural Revolution,” they were all smashed to pieces without discrisina- 
tion. From 1970 onward, the corporations were again restored one by one. It 
should be mentioned in particular that after 1978 with industrial readjustments 
and management reforms under way, more than 89 corporations of an administrative 
mature were organized in the industry and communications sector. As indicated 
by the history of ups and downs of corporations in Tianjin, every downfall of the 
corporations brought passiveness and losses to economic management and production 
development. In contrast to this, each rehabilitation of the corporations stood 
out as crucial steps for economic readjustment and reform, bringing economic 
rehabilitation and development. It was notable that industries which persisted 
in practicing management methods of a corporate nature enjoyed faster development 
and better economic effects. The Tianjin Papermaking Corporation has been oper- 
ating on “trust"-based management methods since 1965 with the main features as 
follows: 


//First practice specialized production.// Production of the original plants 

was reorganized. The original 17 plants were regrouped into 24. Readjustments 
were made in respect to product varieties in the light of the production technology 
of each plant, and each plant as well as each machine was assigned a specialized 
task in terms of product variety. This production specialization ensured extensive 
use of new technology and skills and the continuous improvement of product quality. 


//Second, practice complete sets within trades.// One complete set concerns the 
supply of pulp for papermaking. Another complete set concerns the supply of 
unprocessed paper for paper processing. Over a long period of time, the thick- 
paste pulp produced by the Tianjin Paper Factory, the cotton pulp produced by 

the Fifth Tianjin Paper Factory, and the conglomerate wood-chip pulp produced by 
the Jinzhong Paper Factory have been carefully integrated into full sets for the 

24 machines of the 15 production plants. This has guaranteed the constant develop- 
ment of pulp, unprocessed paper and finished paper of the group. 


//Third, practice unified control over part of the goods and materials supplies. // 
Since 1965, papermaking companies have set up purchase and supply stations for the 
whole trade. Unified allocation of major raw materials such as pulp and caustic 
soda for papermaking have been made according to the needs of the companies, and 
delivery to the factory of the needed aaterials has been guaranteed. Rational 
allocation of the three major materials needed for maintenance and technological 
adjustments has also been made by the companies according to approved programs. 
With respect to «crap paper needed by some of the factwries, purchase, classifi- 
cation, and supply have been made by the companies on a collective basis. These 
measures not only lessen the amount of funds tied up, but also facilitate adjust- 
ments between surplus and deficit. This ensured the proper production of the 
factories. 


//Pourth, centralize allocation of special-purpose funds according to set ratios.// 


Ever since the “trust"-stvle management vas run on a trial basis, the corporation 
has persisted in centralized allocation of the major overhaul funde and deprecia- 
tion reserves The corporation keeps half of the gator overier. funds, and the 


factories keep the other half. As for depreciation reserves, the corporation 
keeps 30 to 50 percent. For the rest, part of it is turned over to the state, 





and part is kept by the tactories. In the past 15 years, the corporation has 
rebuilt the pulp-making facilities and 18 papermaking machines of 6 factories by 
making combined use of the funds it had managed to pool together and other invest- 
ments. Worthy of particular mention is the conversionof 7 round-net papermaking 
machines into short and long-net machines, which raise productivity by 20 percent. 
From 1965 to 1979, the value of fixed assets of the whole trade was increased by 
70 million yuan, 40 percent of which was realized through the centralized major 
overhaul funds and depreciation reserves. 


In the last 2 years, Tianjin Municipality experimented with corporations of an 
enterprise nature producing colored knitted goods and carpets. The results 
achieved are quite notable. The following are the main features: 


//First, corporations practice unified planning and rational division of work 
according to the principle of production specialization, change from small-batch 
production to large-batch production, reorganize “large and complete" and "small 
and complete" enterprises, improve product quality, production reduce costs and 
enhance competitiveness on domestic and international market.// The Tianjin 
Colored Knitted Goods Corporation has 12 “small and complete" knitting factories. 
In the past, one variety of products was produced by several factories; at the 
same time a single factory produced several varieties of products. This not only 
brought disorder to management, but also degraded the quality of the products as 
well as hampered production development. With the setting up of trial corpora- 
tions of an enterprise nature, based on the principle of “enterprise product 
variety must be specialized, trade product variety must be complete," and in 
accordance with the condiiions of equipment, technology, management experience, 
and development orientation of the various corporations, the 17 groups of products 
of the trade were rationally reorganized and their production reassigned. Basi- 
cally speaking, as a result of this, each factory has achieved specialization and 
each has given play to its advantages as well as avoided irrational duplicate 
production and blind development. In consequence, obvious economic effects have 
been achieved. With the improvement of product quality, the medium and high-grade 
goods have increased. With the enhancement of productivity, the weaving efficiency 
of the whole trade has been improved by 3 percent, and output value by more than 

3 million yuan. With the increase in profits and with the reassignment of produc- 
tion tasks, of the 420 white-fabric weaving machines of the whole trade, 240 were 
converted into colored-fabric weaving machines, increasing profits by 2.1 million 
yuan. Thereby, the enterprises have changed in appearance, and the fundamental 
operation and management work have been much improved. 


//Second, the centralized allocation by the corporation of part of the production 
funds and depreciation reserves has accelerated technological restructuring and 
patching up of the whole trade. This has enhanced the capability in carrying out 
cooperation and matching up complete sets of equipment, giving full play to produc- 
tion capacity and impetus to the development of production of the whole trade.// 

At present, many medium and small sized enterprises are facing the problem of 
outdated equipment, low productivity, poor capability in matching up complete sets 
of equipment, insufficient production funds scattered among the plants, inability 
to form a "fist," and thereby inability to achieve anything of importance. By 
centralizing allocation of production funds, 50 percent of the major overhaul funds 
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and 70 perceut of the replacement and restructuring funds, the Tianjin Colored 
Weaving Corporation combined the three. This year and the following year, the 
corporation plans to undertake technological restructuring of 10 of its factories. 
Weaving machines are expected to increase to 1,000, and yarn-dying capacity is 
expected to increase from 60 pieces per day at present to 100 pieces. By 1981, 
output value will have doubled in comparison with 1978. 


//Third, through redistribution of prices or profits within the corporation, the 
problem of disparity of joy and hardship due to objective factors such as prices, 
tax rate, and so on, has been rationally resolved.// While the Tianjin Colored 
Weaving Corporation was readjusting the product assignmen.s of its factories, it 
was found that due to price factors, profit differed by too wide a margin among 
different products, and all its factories scrambled for the high-grade goods with 
larger profits. Since the implementation of the measure of profit redistribution, 
which ensured that the staff and workers of the respective factories basically 
got the same reward for the same amount of labor input, the disparity of joy and 
hardship brought about by objective factors has been removed, and the division of 
work by specialization successfully promoted. 


//Fourth, since the revamping of the corporation along enterprise lines, emphasis 
has been put on using economic means to manage the enterprise, and noticeable 
results have been achieved.// The Tianjin Colored Weaving Corporation has two 
spinning factories, which supply the yarn needed by its 12 factories. In the 
past, due to the failure to deliver goods of the specified quality and within the 
specified time on the part of the dying factory, the production of the weaving 
factories was hampered. Meanwhile, due to the lack of rigorous planning on the 
part of the weaving factories, dying work for the items that had not been supplied 
was often demanded, thus disrupting the normal production of the dying factory. 
The contradictions on both sides could not be resolved. Since the trial running 
of the corporation in the manner of an enterprise, the system of business contracts 
has been promoted. It is stipulated that any party in violation of the contract 
shall pay a penalty and receive a smaller bonus for its staff and workers. With 
the adoption of economic means like this, the sense of economic responsibility 

has been enhanced on both sides, the balance and linking-up of work assignments 
have been guaranteed, and the quality and production efficiency of the products 
have been improved As a result, the turnover of capital has been accelerated, 


and the development of production promoted. 
In short, faccs trom history and reality tell us that the promotion of economic 
integration of various forms and the establishment of corporations of an enter- 


prise nature are actions of great vitality. 


(Il) 


in view of the experie $s anc lessons ot Tianjin, the following preblems must 
be studied ecarnestiv 2d resolwed in the event of orzanizing corporations of an 
YWorprise Aalur yy tra QR. 12 ze i tina. corp rations  £ an «dministrative 





//First, in setting up corporations of an enterprise nature, the principle of 
combining voluntary and mutually beneficial integration from bottom to top with 
guidance and promotion from top to bottom must be upheld.// 


In business operation, the economic integration of dispersed but correlated enter- 
prises is much superior to dispersed and independent enterprises. However, this 
superiority is not comprehended at the beginning, and it takes some time to run 
through the course of recognition and practice. It is only after experimentation 
and comparison that a cognizance of the superiority of integration by the grass- 
roots enterprises can be gained, the demand for integration be formed, and thereby 
actions be readily put into effect. At present, most of the corporations in 
Tianjin are of the nature of administrative organizations. In the trial operation 
of corporations of an enterprise nature, that is, in the process of transition 
from corporations of an administrative nature to those of an enterprise nature, 
difficulties and problems of various sorts have been encountered. For these diffi- 
culties and problems encountered in the process of development, by taking a positive 
attitude and adopting effective measures, some corporations have found fairly good 
solutions and have made encouraging progress in striding forward to becoming 
enterprise-style corporations. In these cases, repeated consultation from bottom 
to top and from top te bottom and the correct compromising of interests so as to 
make economic integration the voluntary action of the grass-roots enterprises, 

are very important factors. Meanwhile, those enterprises that are reluctant to 
participate for the time being should be allowed to stay independent, and be 
allowed either to set up general factories or to look for cooperative partners 

of their own choice and to engage in competition with the integrated corporations. 


//Second, at the very outset of the establishment of corporations of an enterprise 
nature, the utmost efforts should be made to delegate power to the basic level. 
The corporation must do its best to serve the basic level units in order to give 
full play to production potentials. // 


In setting up corporations of an enterprise nature, how should authority be dele- 
gated? This is a question that must be prudently dealt with. At present, due to 
our poor management, some of our comrades are still accustomed to managing economics 
by administrative methods. Consequently, at the outset, too much emphasis is 

given to centralization of authority, and there is a tendency for the corporation 
to be transformed from an institution with authority concentrated in its superior 
controlling organs to an institution with authority concentrated in itself, and 

the economic segregation of geographical regions may only be replaced by the 
monopoly of corporations. In fact, if production is organized according to the law 
of production techniques, the enterprises are best qualified to make comments, 

when problems arise. Quite often, the superior governing organs are less sensitive 
to recognizing problems, nor do they provide timely solutions for such problems 

as do the enterprises, or the staff and workers of the enterprises. Therefore, it 
is of paramount importance to motivate the initiative of the enterprises and their 
staff and workers and to confer authority on them as well as responsibility. The 
corporations should take facilitating production, making things easier for the 
basic level units and providing better service as their topmost tasks. In accor- 
dance with the actual needs and their own capabilities, the corporations should 
take into their hands in a unified way the matters that the enterprises find very 
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hard to deal with and problems that the corporations cannot solve, and should show 
the enterprises the benefits in a concrete way in order that full play can be 
given to production potential. 


//Third, corporations of an enterprise nature should be set up along diversified 
lines. // 


On account of the complexity of social production and the diverse forms of 
specialized cooperation, diversified patterns should be adopted for the establish- 
ment of corporations of an enterprise nature, and practices such as “cutting with 
one knife" should not be allowed. Corporations of an enterprise nature being run 
on a trial basis and those units preparing to be transformed into corporations of 
an enterprise nature in Tianjin at present, can be divided into the following 
Categories: 1) specialized corporations composed of plants with similar production 
techniques and basically similar varieties of products; 2) furniture corporations 
with emphasis on production operations (one such corporation taking the form of 
“compensation trade," has set up its lumber supply base in the forest region of 
the northeast, and contracted sales relations with 88 commercial departments of 

17 provinces and municipalities, thus improving sales methods and better balancing 
market supply and demand); 3) cases such as the carpet corporation that has broken 
the boundary of trades, bypassed the limits of the ownership system, and set up an 
industrial and agricultural combine containing both the systems of ownership by 

the whole people and collective ownership (there are 11 plants operating under 
this corporation, 9 of which are entities of a collective nature, and 4 of which 
are agroindustrial enterprises with manufacturing points in rural areas employing 
a total labor force of 15,000 workers engaged in processing and assembly); 4) loosely 
organized economic combines such as apparel corporations. Despite the fact that 
these corporations have just begun their trial operation, and have taken form in an 
embryonic stage, they have all shown the superiority of economic integration and 
yielded fairly good economic results. 





//Fourth, attention must be paid to economic rationality and economic efficiency 
in setting up corporations of an enterprise nature. // 


Striving for good economic results is the starting point as well as the end result 
of reorganization and integration. The Tianjin Colored Weaving Corporation has 
better performance and more noticeable economic efficiency. Since its trial opera- 
tion as a corporation of an enterprise nature, the value of its industrial output 
in 1979 increased by 26.3 percent compared with 1978, and that for the first half 
of 1980 increased by 29.5 percent compared with the same period in 1979. As for 
profits, its score for 1979 increased by 28.7 percent in comparison with 1978, 

and an increment of 49.5 percent was made in the first half of 1980 as compared 
with the same period of 1979. Im the meantime, noticeable improvements have been 
made in Labor productivity, exchange earnings in export, and product quality. 


By economic rationality, we mean close economic contacts and voluntary integration 
of those entities that ere need of cooperation. No integratior should be made 
just for the sake of integration itself, putting together *h.ough the medium of 


administrative means enterprises that are not economically related and for which 
cooperation is irrelevant. When Tianjin Municipality first carried out trial 





operation of corporations of an enterprise nature, negligible results were achieved 
in cases where match factories, cosmetics factories and cigarette factories were 
put together. 


//Fifth, the relations among the interests of central government, local government, 
enterprise, and staff and workers must be correctly handled.// 


Since the enterprises were set up at different times and their product lines 

differ, they are very different in technology and equipment, and many contradictions 
have been found between product prices and tax rate systems at present. In addition 
to this, the employment of staff and workers is effected through centralized place- 
ment by the state. These objective factors give rise to the unduly large discrep- 
ancies among profits made by different enterprises. This evidently again gives 

rise to artificial inequity in gains and losses. After implementation of unified 
earmarking of profits and redistribution of profits in accordance with business 
performance, the Tianjin Colored Weaving Corporation has achieved the heartening 
result of more revenue for the state, a larger profit share for the enterprises, 

and more income for the staff and workers. This provides the physical foundation 
for consolidating and developing unification. 


//Sixth, with the establishment of corporations of an enterprise nature, the broad 
ranks of cadres must adapt themselves to the changing new situation and organiza- ! 
tionally guarantee the healthy development of the corporation. // 


After the corporations are converted into economic organizations, economic means 
must be adopted and economic responsibilities must be undertaken. This demands 
more rigorous requirements from the managing cadres, both in their ideological 
style and form of management. These managing cadres must be in the prime of life, 
of enterprising spirit and with a strong sense of responsibility. In addition, 
they must improve themselves and acquire technological and management expertise. 
All this must be done so as to gain the initiative in directing production and 
operation. For the purpose of adapting to the requirements of the enterprization 
process, last year the Tianjin Colored Weaving Corporation demoted 16 cadres who 
were not professionals with technical and management knowledge from leading posts, 
and in their place commissioned 17 young and energetic professionals with techno- 
logical and management expertise. In the same year, the corporation also appointed 
five secretaries of party branches of the corporation, who are in the prime of 
life and who had worked their way up from the professional ranks, and entrusted 
them with the post of superintendents; in the meantime, 16 engineers and 3 accoun- 
tants were promoted in order to reinforce the foremost front of production. By 
virtue of the posts they were assigned to, they were given due authority and 
responsibility. Through readjustment, among the 63 leading cadres at the basic 
level, 62 percent of them are professionals. Thus guaranteeing the corporation's 
realization of enterprization, organizationally speaking. 
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ENERGY 


PEARL RIVER ESTUARY OILFIELD 
"WEN WEI PO’ Article 
HK210321 Hong Kong WEN WEI PO in Chinese 20 Aug 81 p 3 
[Dispatch from Guangzhou: “Extent of Pearl River Estuary Oilfield Published") 


[Text] The responsible person of the South China Sea Geology Investigation Headquar- 
ters of the Geology Ministry answered our journalist's questions about the apprai- 
sal of the oil and gas deposits in the Pearl River estuary. 


Q. How was the Pearl River estuary basin found? 


A. The Pearl River estuary basin was found by the second marine investigation squad- 
ron of the Geology Ministry in 1976. This squadron started its comprehensive in- 
vestigation of the marine geology and global geophysical features of the South China 
Sea in the early 1970's. After the completion of their investigation of the Gulf 

of Tonkin, they moved to the marine area to the east of the Leizhou peninsula and 
Hainan Island in 1974. In 1975 they found a relatively thick deposit, which sug- 
gested that a great basin may have been formed there. Through prospecting and 
making a comprehensive study of the data from various sources for more than a year, 
the outline of the basin was drawn up in 1976 and a report was written stating the 
discuvery of the Pearl River estuary basin. 


Q. How big is the Pearl River estuary basin and what is its exact geographic loca- 
tion? 


A. The Pearl River estuary basin includes the Leizhou peninsula and the east part 
of Hainan Island and the main body [words indistinct] geographically it lies south 
of Shantou, Shenzhoe and the Wanshan islands and east of the Leizhou peninsula and 
Hainan Island and includes the etretch of sea surrounded by the Nansha Islands, 
the Zhonesha Islands and the Dongsha Islands. The total area of the basin is 
150,900 square kilometers it extends mainly parallel to the coastline. 


Q. How did you come by ive «stimete of the prospect of oil and gas in the Pearl 
River estuary basin? 


A. The estimate of the ofl] and gas deposits is the conciusion of the comprehensi. 
analysis, processing and scientific calculation of the data collected through ove) 
all geological and global physical investigation, driliing and ents Up to 





now the extent we have covered in the [word indistinct] for earthquake, gravity, 
magnetic and depth surveys has totaled 48,870 kilometers. Seven drilling wells 

have been sunk with a total depth of 17,275 meters. What is more, indications of 
gas and oil were found in two of the wells. The discovery of the drilling has further 
confirmed the conclusion of physical prospecting. The objective knowledge of the 
conditions for the combinationof the source bed, oil storage layer and cap rock 
provides an important base for the estimate of the oil and gas deposits. Marine 
geologists have made a study of the formation of petroleum in the earth's crust. By 
processing tens of thousands of scientific data and adopting the chloroform-asphalt 
method of calculation, they have calculated that there are very heartening prospects 
for the deposits on the basis of the area of the basin, the thickness of the source 
bed and the structural conditions for the storage of oil and gas. This deposit 

is bigger than that of any other oil field discovered so far in our country. This 
estimate is based on a large amount of scientific data. 


Pearl River Oil Prospecting 
HK270733 Hong Kong TA KUNG PAO in Chinese 24 Aug 81 p 2 


[Special feature by Guangzhou correspondent Wang Chien [3769 0256]: "Prospecting 
for Oil in the Pearl River Estuary Basin") 


[Text] The prospect of petroleum resources in the Pearl River estuary basin in 
the South China Sea has been highly rated by authoritative people of the geological | 
and petroleum circles both at home and abroad. | 


The Pearl River estuary basin is one of the largest sedimentary basins in South 
China. As a result of the silt carried down by the Pearl River system, the rate of 
accumulation of organic matter and the depth of underwater sedimentary deposits in 
this basin are quite impressive. The anticlines in the depths of the ocean could 
possibly be oil reservoirs. The discovery of such unique geological structures has 
caused people at home and abroad to view the vast Pearl River estuary basin in a 
new light. 


Discovery of the Pearl River Estuary Basin 


Following the gratifying results obtained from the aerial survey carried out in the 
Gulf of Tonkin in the early part of the 1960's and the systematic survey carried 

out in the Gulf of Tonkin and the waters around Qiongzhou in the early part of the 
1970's, the ocean and geological survey personnel of the Chinese Ministry of Geology 
in the autumn of 1974 moved their forces to the vast sea area east of Leizhou and 
Qiongzhou and carried out a large-scale ocean and geophysical survey from the conti- 
nental shelf of Guangdong to the Dongsha and Xisha archipelagos. At the same time, 
geologists traveled all over Guangdong and Guangxi and also 35 islands in the Pearl 
River estuary and 14 islands in the Xisha archipelago to carry out a comprehensive 
study and survey of the land, ocean and islands. 


After 2 years of hard work, this ocean geological survey contingent, which disre- 
garded difficulties and perils and made light of discomfort, mapped out 150,000 
square kilometers in the Pearl River estuary basin as an area rich in oil and 
natural gas resources. 
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The extent of the Pearl River estuary basin stretches from the waters east of Shantou 
to the eastern side of the waters west of Hainan Island and to the Dongsha archipe- 
lago in the south. It has been scientifically proven that the sea bottom of this 
vast area formed three major depressions ranging from 50 meters to 1,500 meters in 
depth. 


Basin Formed 40 Million Years Ago 


The Pearl River estuary basin is a geological structure formed 40 million years ago, 
and the combination of structures for creating, preserving and trapping of oil is 
good. This is the scientific assessment of ocean geologists and surveyors. 


As a result of the discovery of the Pearl River estuary basin, in order to speed up 
the investigation of petroleum and natural gas in the basin, the Chinese Ministry of 
Geology decided to set up the South China Sea Geological Investigation Command in 
1976. At present, it has an ocean geological prospecting contingent of nearly 2,000 
men equipped with advanced ocean investigation ships and such new equipment as self- 
hoisting drilling platforms introduced from abroad. 


The South China Sea Geographical Investigation Command has mainly adopted the seis- 
mic prospecting method in the carrying out of comprehensive ocean geological investi- 
gation. It has geophysical prospecting ships equipped with compressed air cannons 
and electric spark detonators for creating epicenters. 


Epicenters are caused by discharging compressed air cannons at the sea bottom at a 
pressure of 1,800 pounds per square inch and by electric charges released at a depth 
of 10 meters under water. Echoes created by the epicenters at the sea bottom are 
picked up by microphones and recorded on seismographs. By means of the seis- 
mographs, the underground formation contours, structures and slopes of the sea bottom 
can be studied. 


The geological structure of the Pearl River estuary basin, formed 40 million years 
ago, is now clearly understood in the light of modern scientific prospecting. Com- 
prehensive investigation of ocean geological prospecting has at the same time adopted 
gravity surveys to find out about the density of large rock formations and ascer- 
tain whether they are granite, basalt or metamorphic rock. Moreover, magnetic sur- 
veys have led to an understanding of the very obscure conditions of the magnetic 
base. 


Based on the enormous amount of information from geological surveys and exploratory 
drillings carried out in the Pearl River estuary basin since 1977, the South China 
Sea Geological Investigation Command, by means of experiments anj chemical analyses, 
has verified the discovery of a reasonable distribution of anticlinal structures in 
the more than 20,000 square kilometers already investigated in the northern part of 
the Pearl River estuary bas.n. 


The numerous anticlincal structures in the Pearl River estuary basin are iike a 
wmber of oil reservoirs in the depths of the ocean. Sore have alr. ady been drille 
for oil and sone have yielded traces of vil gases. 








Formation of Petroleum in Pearl River Estuary Basin 


Since the formation of the Pearl River estuary basin 40 million years ago, the thick- 
ness of sediments deposited and the rapid accumulation of sediments have amazed 
geologists. These extremely favorable conditions for the formation of petroleum 

are provided by the Pearl River systen. 


From the plateaus of Yunnan and Guizhou, the water of the Pearl River system winds 
its way through mountains and hills. Each year, it actually discharges 300 billion 
cubic meters of water into the sea. The mud and sand carried down rapidly filled the 
sunken basin, and the thickest part of the sedimentary deposit is about 11,000 meters 
deep. 


The Pearl River not only discharges an enormous amount of silt into the sea, but it 
also carries a great deal of plankton of higher and lower orders as well as micro- 
organisms. The enormous amount of organic matter sinking into the sea bottom is 
rapidly covered up by the sand and mud. In the absence of oxygen, it becomes the 
principal “source material" of offshore oil. 


Authoritative people of the geological and petroleum circles both at home and abroad 
have already acknowledged the “organic oil theory.” Data from the drillings carried 
out in the Pearl River estuary basin indicate that the Pearl River and the South 
China Sea have a higher organic matter content, and the quantity of organic matter 
in the petroleum-forming sedimentary rock at the sea bottom is two to three times 
higher than that of other basins in general. 


Another extremely favorable condition for the formation of petroleum resources in 
the Pearl River estuary basin is the higher stratigraphic temperature of the steps. 


At a depth of 80 meters, the temperature of the sea bottom remains at 19 and 20 de- 
grees centigrade throughout the year, but the temperature in the rock strata more 
than 2,000 meters deep can be over 100 degrees centigrade. According to the “organic 
oil theory,” the formation of offshore petroleum requires such conditions as temper- 
ature, pressure and catalysis, but the most important factor is temperature. In the 
absence of oxygen, organic matter generally begins to change into petroleum at a 
temperature of about 70 degrees centigrade. The stratigraphic temperature of the 
steps in the Pearl River estuary basin, being relatively high, promotes the rapid 
transformation of organic matter into petroleum. Indeed, it can be described as a 
veritable breeding ground for offshore petroleum. 


Stratified Oil Shales of Moderate Thickness 


Filled by billions of tons of silt and an enormous amount of organic matter, the 
sea bottom of the Pearl River estuary basin is like a dome-shaped layer cake with a 
petroleum layer, an oil reservoir layer and a cap layer on top of one another. 


The South China Sea Geological Investigation Command has drilled seven oil and gas 
wells in the Wanshan archipelago off the mouth of the Pearl River and the sea area 
south of the Dangan islands. Findings have verified the existence of layers of sedi- 
mentary rock and sandstone scores of meters apart on the sea bottom, and this is the 
most ideal form of combination. Sedimentary rock is an oil-producing layer and the 
sandstone is a reservoir layer. On top of the sandstone is another layer of sud 
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stone. It not only seals off the oil bed of the lower layer, but it also supplies 
petroleum to the upper sandstone layer. The sandstone, like a sponge with pores, 
is the most ideal breeding ground for offshore petroleum. 


The overlapping layers of rock generate a tremendous pressure which forces the 
petroleum produced in the sedimentary rock layer into the sandstone layer. This is 
known in geology as a “primary migration.” Geologists call the ratio between the 
petroleum forced out from the sedimentary rock and the residue petroleum the “evapor- 
ative coefficient." The bigger the coefficient and the more hydrocarbon compounds 
expelled, the better will the oil-producing rock formation be able to bring its 

role into play. 


The oil-producing rock formations in the Pearl River estuary basin are stratified 

and of moderate thickness, and what is more their “evaporative coefficient” is rather 
high. This is an important factor we cannot overlook in determining whether or 

not an off-shore oilfield has industrial valve for extraction. 


Ancient Coral Reef of Dongsha Archipelago 


The prominent anticlinal structures in the geological condition of the Pearl River 
estuary basin have aroused the interest of people of the geological and petroleum 
circles both at hor and abroad. 


At the same time, the Pearl River estuary basin has also quite a number of nonanti- 
clinal oil traps such as ancient coral reefs buried urder the sea. 


In the northern barrier of the Dongsha archipelago and the submerged shoal of Shenhu, 
the elevated parts of the sea bottom could possibly be ancient buried coral reefs. 
Over a long geological period, they have grown and sunk and eventually become buried 
in mud at the bottom of the sea. Their honeycombed pores could well be filled with 
petroleum. 


There are also all kinds of sandbanks such as river mouth sandbanks and river course 
sandbars in delta areas. These have proved to be natural oil reservoirs at home and 
abroad. There is a good chance that the sandbanks of the Pearl River delta will 
also contain oil. 


We also must not overlook the oil traps formed by the silt deposited in the Pearl 
River estuary basin 


New Techniques, High Quality and Speed 


In prospecting for petroleum resources in the Pearl River estuary basin, the South 
China Sea Geological investigation Command has also adopted a series of the iatest 
testing techniques, such as s'avdie isotope, uromalLography--Mass specttua nd 
ltranicroecopi faeat? , at ae ¢} etra*s Mli-ero@uctne rocke are eA nti, 
The very accurate scient fic cata has providea the scientitic basis ‘or maxing an 
optimistic appraisal of the cetrolevm resources in *'* Feavl River estuary Darin. 


or example, a number of anticiincal structures have alreacy been ciscovered in 
the Pearl iver estuary basin. They are large ani in perfeci condit .of beCAUse 











Structural movements have not been intense, faults are not very prominent. This 
has enabled the oil beds on the sea bottom to be better preserved. 


Furthermore, the South China Sea Geological Investigation Command has already 
drilled seven oil and gas-producing wells in the Pearl River estuary basin. The 
crude produced by the number five well is a light oil of fairly good quality. The 
Guangzhou branch of the China Geological Prospecting Company has sold the informa- 


tion on four of the wells to 21 foreign oil companies headed by Texaco, Exxon, 
Mobil and Phillips. 


The outstanding achievements made by the surveyors of the South China Sea Geological 
Investigation Command of the Ministry of Geology after several years of efforts in 
the Pearl River estuary basin can also be considered fast in the history of interna- 
tional offshore oil prospecting. 
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